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INTRODUCTION 


T has been cleverly said, “ He who can, does; he 

who can’t, teaches.” 

Mr. Rand, although not yet 40, has abundantly 
proved that he can. In ten years he has built up a 
business of notable size and success. 

In this book, he does not lay down airy theories. 
He defines specifically and clearly methods which can 
be applied directly to control and develop almost any 
kind of business. He never is vague. You may find 
here and there a point on which you do not agree with 
him, but he at least makes his point plain and gives his 
reasons for his conclusions. 

Underlying all his definite conclusions and sugges- 
tions is his own maturely-reasoned philosophy of busi- 
ness control. His system is to search for a funda- 
mental law bearing on each problem and, having found 
it, he shows how to apply it. 

He has mastered not only the manufacturing end of 
business, but the financial end. Within the last year 
or two he has accomplished deals involving millions, 
deals which have resulted in his business becoming the 
greatest of its kind in the country. 

He is distinctly a doer, not an academic teacher. 
He has, however, put into the preparation of this 

mu 
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volume all the earnestness, all the keenness of mind, 
all the painstaking care and effort he has exercised in 
developing his monumental enterprise. The result of 
all his study, research, reflection and practical applica- 
tion is here presented in lucid, easily-grasped language. 

Many of his findings, many of his statements, at first 
strike one as startling, some as hardly credible. ‘“ An 
executive has ten years in which to make an outstand- 
ing success of his business. If he doesn’t do it in that 
time, he never will,” is the gist of one chapter. 

Again, he has drawn up a unique plan of budget and 
financial control designed to guarantee cash profits or 
the automatic liquidation of any business. ‘“ Keep 
your commitments below the cash income for the pre- 
vious period,” is the guiding rule laid down. This idea 
sounds almost too simple to be of workaday value, but 
he shows how to apply it in practice and how it proves 
to be the most effective answer to the financial problem 
for most businesses. 

“Have two sales managers, one for new customers 
and one to develop more business with old ones,” is 
another example of the novel advice urged by Mr. 
Rand as the fruit of his observation and experience. 

“Tf you want twenty salesmen, hire a hundred.” 
This pronouncement is calculated to make you think. 

Most books are written by theorists rather than by 
doers. Mr. Rand has proved himself a conspicuously 
successful doer. He knows, therefore, the bothersome 
questions which constantly confront business men in 
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the world of stern realities and, moreover, unlike most 
men of large affairs, he has developed a faculty, not 
only for solving hard problems, but for making it clear 
to others how they can set about attaining satisfactory, 
profitable solutions. 

Experience is the most expensive teacher. The en- 
lightened business man of to-day diligently seeks to 
learn from the experience of others who have demon- 
strated their capacity for overcoming obstacles and 
achieving worthwhile success. 

B. C. ForBes 
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CHAPTER I 
THE STRAIGHT LINE TO BUSINESS SUCCESS 


THOUSAND years ago the alchemists were per- 

forming dark magic in the cellars and attics of 
Europe. These dealers in mystery mixed weird con- 
coctions and defied the laws of the land in a futile 
effort to turn baser metals into gold. They were seek- 
ing the formula that would convert iron into precious 
metal. If they could but discover this one secret, the 
world was at their feet. 

Toiling in obscurity for lifetimes, they discovered 
many interesting things; their prowlings into the un- 
known and the taboo cleared the way for our modern 
scientist, but the great secret of the old days — the 
magic method of making gold — is still a secret. 

Where the alchemist failed, the modern business 
man seems to have succeeded. The alchemist strove to 
make gold out of iron, and that is exactly what an in- 
dustrial giant, like Henry Ford, is doing. But instead 
of trying to convert one metal into another, he has 
converted raw iron into a method of transportation 
that has netted the equivalent of more gold than a 


I 


2 ASSURING BUSINESS PROFITS 


thousand alchemists could have made in a thousand 
lifetimes spent in incantation. Few are now intereste 

in transforming metal directly, but we are all interestea 
in creating wealth and in getting a profit for our labor. 

We have literally thousands of millionaires to-day 
and it has come to be generally admitted that it is 
quite possible for any man in the United States to 
make a million dollars in his business lifetime and to 
make it honestly. To all practical purposes the old 
secret has at last been discovered. Alchemy has given 
way to business. The method is different but the result 
is the same. 

This modern method called Business is more sci- 
entific and less mysterious, and yet there is a little 
of the old atmosphere of magic that still lingers in the 
minds of many men. When we analyze material suc- 
cess — this ability to make a commercial venture grow 
and produce a profit— we find that back of every 
business there is a man or group of men possessing a 
certain something which makes the business succeed. 

Study the successful man and you come face to face 
with the absorbing question: “‘ Why does one man suc- 
ceed beyond his fellows? ” 

Two men at the age of twenty, with the same .ad- 
vantages and mental equipment, start side by side in 
the business world. One works hard and makes some 
progress. He believes that he is doing the best he 
can. Thirty years later we find him facing the after- 
noon of life with a few thousand dollars, perhaps 
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enough to keep himself and those dependent upon him 
from actual want. He has not succeeded in any large 
way. He is a bit puzzled about the whole thing. 
Somehow he has just “ muddled through.” 

The other man, during these same thirty years has 
climbed high on the ladder of accomplishment. He is 
the head of a great business and a leader in his indus- 
try, a man controlling vast enterprises and enjoying a 
national reputation in his field. Each of these thirty 
years has been marked by definite progress. There is 
much to show for the effort and energy that he has 
expended. 

These two men still look much alike. They eat and 
sleep as all other men do. They have their homes and 
their families. They are so much alike, the little 
business man and the big business man, the average 
man and the multi-millionaire, that the real difference 
between them is elusive. 

When we realize that two men starting together have 
arrived at their widely separated destinations by work- 
ing approximately the same number of days, weeks, 
and years, it does not necessarily mean that one of 
them has worked harder or more conscientiously than 
the other. It does not mean that one of them has been 
more honest than the other. It does not mean that 
one of them has tried where the other has not. But 
it is obvious that one of them has made better use of 
his time. Let us see, then, if we can discover this high- 
way or by-way to large success, this method of work 
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which enables one man to make the progress in an 
hour that another makes only after days and months 
of effort. 

What is discovery in a case like this? Mostly ob- 
servation of many plain facts accompanied by constant 
effort to realize the causes and effects in their due 
order of importance and time, and then a final effort 
to express the findings in such orderly manner that 
the explanation stands firmly and definitely as a guide 
for action. The science of chemistry was developed 
on this plan, beginning with the scattered observations 
of alchemists and artizans. 

There is no longer any need of guessing about the 
things that lead straight to business success. Achieve- 
ment has been reduced to a science as exact as chemis- 
try. 

There are certain definite fundamental laws of busi- 
ness. Some of them are written and some of them 
have not yet been written, but they are here for the 
man who will speed his progress and insure his profits. 
Every millionaire has employed these laws, consciously 
or sub-consciously, to gain his success. Every failure 
has disregarded one or more of them. They are the 
sign posts that mark the path of personal progress, 
and I am going to try to point them out to you clearly 
so that you may use them to make your time and effort 
bring the reward you want. 
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The Observing and Constructive Mind 


The first fundamental laws have to do with your 
mind and the way you use it. 

The moment I say “ Mind” you think of education 
or the lack of it. There is little doubt that a broad and 
liberal education is a business asset, but it is not “ book 
learning ” or the lack of it that marks the difference 
between the mediocre man and the outstanding success. 
Examine the list and you will find millionaires who 
never finished highschool, and you probably know of 
several brilliant students who have failed dismally to 
wrest a decent living from the world. Mind you, I do 
not belittle the value of education and study; I believe 
in it so thoroughly that I do not think we ever get 
through going to school. The head of a great adver- 
tising concern in New York takes at least one corre- 
spondence course every winter and expects to continue 
this program for the rest of his life. Many of the 
leaders in our business world reserve an hour each 
day for systematic reading. The point I wish to em- 
phasize is that formal education or the lack of it is not 
the determining factor in business success. The facts 
and understandings absorbed in college are just so 
much lumber until they are worked up into something 
useful. It is the skill and ability to build with the 
material at hand that counts. 

We are beginning to get at the answer. It is not the 
facts you have but the use you make of them that 
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governs progress. Thousands of men watched the first 
experiments with the horseless carriage. Most people 
found them ingenious and amusing. Many saw noth- 
ing but a rich man’s toy. Henry Ford and a few others 
looked at these same facts and saw a new era and a 
new industry. They converted the horseless carriage 
into the automobile. The price was too high, however, 
to afford a very wide market. Every automobile 
manufacturer faced the same situation and had, or 
could have, obtained the facts on it; but Henry Ford 
alone saw a universal market for a standardized and 
simplified car that could be sold at a low price. Stand- 
ing in the same place and surrounded by the same 
facts, he saw farther than other men and as a result 
of this vision is to-day the world’s greatest manufac- 
turer. Just now he is interested in commercial aviation 
and it is quite possible that a few years hence we will 
look back and wonder why we did not see and grasp 
this opportunity. 

It was Napoleon, I believe, who said that the differ- 
ence in men is a difference in energy. In modern busi- 
ness, however, the definition must be qualified or al- 
tered if it is to cover the case. A six day bicycle racer 
may have more energy than Mr. Ford but that-does 
not carry him farther in the business world. We must 
at least qualify the definition by emphasizing the fact 
that it is mental energy and not physical energy that 
counts. Then we must explain it still further by limit- 
ing this mental energy to the type that may be termed 
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as creative. It is not book education but vision — the 
ability to imagine constructively — the knack of look- 
ing beyond the facts as they now exist, that counts. 

This intangible ability to build constructively from 
any given set of facts is the one common characteristic 
of all the outstanding successes in business. They may 
have operated in widely different fields under varying 
conditions, but upon analysis and careful study it will 
be found that these men saw things that others did not 
see, that they thought constructively and built with 
the facts at hand; and finally, that they had the cour- 
age to go ahead and make their dreams come true. 


The Blueprints of Progress 


A certain ability for vision and creative thinking 
marks the selfmade millionaire from his fellows but 
does not complete his success any more than the fin- 
ished picture of a building in an architect’s mind builds 
the building. To carry out this figure of speech, let 
the brick and steel represent the facts that surround 
any given situation. In our minds we have put these 
facts together in a new combination. Mentally we 
have built them into a business. As architects we now 
see the need for a building and have a mental picture 
of how it will look. The next thing is the blueprints. 
We must have a complete and detailed working pic- 
ture of the finished product. 

One of the first actual steps toward business success, 
then, is a clearly defined goal. You must know exactly 
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where you are going and the destination must be made 
just as tangible as possible. 

Five years ago, in our own business, I called a meet- 
ing of our department heads and asked them where 
they thought we would be in 1925. I asked them to 
be very definite and specific, not only to estimate the 
volume of business they thought we should have but 
to outline our field of activity and estimate the extent 
of the organization and the size of the plant necessary 
to handle it. When the meeting closed I had a rough 
picture on the back of a letter. The next morning I 
turned it over to an architect who drew a sketch of 
this proposed plant. It has hung in my office ever 
since as a daily reminder and an inspiration. 

This matter of knowing exactly what you are build- 
ing, even to the smallest measurement, is very essential. 
Suppose that you started in to build a factory without 
any such definite blueprint of the completed structure. 
You would have to tear away much of it as you went 
along, because the rooms would not fit together, or be- 
cause the foundation would not accommodate the su- 
perstructure, or because you would find no room for 
the machine shop when the shipping room had been 
completed. It would be a very costly and unsatisfac- 
tory structure at best, yet the man who works day 
after day with the vague idea of making money or of 
keeping his business growing is doing exactly this 
thing. If you can’t draw a definite picture of your 
business or your personal situation one year, two 
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years, or five years hence, you had better knock off 
work tomorrow and spend the day on some very defi- 
nite planning. Otherwise most of your effort will be 
wasted. 

In advanced psychology they have a theory of visu- 
alization. In substance it teaches that concepts held 
in the mind tend to materialize in space and that a 
mental image held clearly and consistently will actually 
develop in reality. I do not know whether this is so 
or not and do not care one whit whether you believe 
it or not, but I do know that a definite picture of the 
goal helps a business man and a business organization 
to work straight towards it with a minimum of lost 
motion. Get a detailed picture of what you want and 
then keep your eye on it! 


Do You Paralyze Your Mind? 


The second psychological law involved in any large 
business success has to do with faith and enthusiasm. 
It is not only necessary to have the picture but it is 
necessary to believe that you can make it come true. 
Many men fail because they have not the courage to 
stick to their vision in the face of immediate obstacles. 
The moment that the mind becomes negative and dis- 
couraged the part of it that does the creative and con- 
structive thinking shuts up shop. Worry and fear 
not only poison the system but they temporarily para- 
lyze the creative mind, the very: faculty which must 
devise a way over, around, or straight through the 
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difficulty. John Jones, for instance, is confronted with 
an unexpected problem in his business. It upsets 
him and he begins to worry. So long as he worries 
he is unable to think of any practical solution. He 
loses sleep and gets tired physically. In this condition 
with low vitality he worries for less cause than ever. 
The vicious circle continues and in time the threaten- 
ing development arrives and leaves a financial if not a 
physical wreck. In John Jones you have a picture 
of the vast majority of business failures. If he had 
understood one of the primary principles governing the 
working of his own mind, he would have seen the 
danger signal the moment he started to worry. He 
would have walked away from his business and its 
problem. He would have done something else until 
his mind was clear and his courage had returned. 
Then he would have met his difficulty with a positive 
mind, and would have worked out a solution. 

The picture that hangs in my office has taught the 
value of definite plans and the lesson of faith and en- 
thusiasm. After four and half of the specified five 
years had elapsed we were but half way to the goal. 
I do not think, even in the face of this fact, that a 
single man in the organization doubted that we would 
get there. Six months later, on the day set for reckon- 
ing, we took account of stock and found that our plant, 
though not exactly like the one in the picture, was 
larger and that the business not only met but exceeded 
the specifications set down in detail five years before. 
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In our search for the essential of success, then, we 
find three mental characteristics. To achieve in a large 
way, a man must cultivate his imagination. He must 
learn to see beyond any set of facts and to visualize 
a new situation to be developed from them. Then he 
must be able to visualize his goal and keep it before 
him. Finally he must possess the courage and enthu- 
siasm necessary to make his dream come true. 


Your Most Limited Asset 


Turning from the mind and these mental essentials 
to success, we come to your most limited asset — Time. 
Money can be saved or can be borrowed but your time 
is distinctly limited and your allotment cannot be in- 
creased. Every man has this priceless asset in a given 
number of hours, each of which must be invested 
profitably, if he is to make satisfactory progress. Two 
thieves steal from the average man and keep him from 
getting what he should for these hours of effort and 
energy. 

There are many things to be done, so many that it 
is physically impossible to do all of them. Much valu- 
able time and energy is spent in every small business 
attending to relatively unimportant details while mat- 
ters of major values are neglected or considered and 
decided upon hurriedly. Businesswise we are all in- 
clined to be nearsighted. A dime immediately before 
the eye looks much bigger than a dollar a little farther 
away. A minor matter clamoring for attention gets it 
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while the really important question is forgotten. We 
have but a few hours a day and we must make progress 
on the main road. Details and routine matters should 
be delegated to others, not only because it is poor 
economy for a man whose time is worth $10 an hour 
to be doing the work that could probably be done 
better by someone else at $10 a day, but because the 
business is cheated out of the thinking that the $1o 
an hour man might be doing if he were free to think. 

If it is hard to tell whether a matter is really im- 
portant or not, set it off a little and look at it. Ask 
yourself how much effect this particular thing will have 
a year from to-day, or two years, or ten years. If it 
will make any difference, then it is important. If not, 
it is unimportant, no matter how loudly it is clamoring 
for immediate attention. Learn to differentiate be- 
tween the fundamental and the detailed things. That 
will speed your progress in any phase of business ac- 
tivity and will relieve you of the pressure of a mass of 
confusing details that otherwise dissipates your energy. 

You can protect yourself against the waste of time 
and energy on the non-essentials by beginning each 
business day with a list of the ten most important 
things to be done. List them in order and number them 
from one to ten. Then begin at the top of the list and 
do the most important thing first. If you are inter- 
rupted and do not get through with them all you have 
accomplished the things that really matter and have 
neglected the less important. It is probable that at 
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least 40% of the average business man’s time is frit- 
tered away with interruptions and useless activities of 
one kind or another. This simple plan concentrating 
on the essential things, in the order of their impor- 
tance, will eliminate a large part of this waste and will 
multiply the results of every hour that you spend with 
your business. 

The second loss of time is caused by mistakes. 
They spoil the result of effort and energy already in- 
vested and make it necessary to use still more time in 
correcting the error and doing the job over again. 

Everyone who does anything is bound to make mis- 
takes. They occur in every department of every busi- 
ness. The making of mistakes cannot be eliminated, 
but the repeating of the same mistake can be avoided 
if you will take the trouble to get at the cause and 
correct it. It is the repetition of the same mistake 
that kills progress. 

The dealers handling a certain product began to 
complain to the manufacturer that one part of it did 
not seem to fit properly. On the first complaint the 
man in charge of inspection on that part was called 
down and told to be more careful. Complaints con- 
tinued, however, and an investigation was made. It 
was found that the fitting measure used by the inspec- 
tor was not accurate and that it was not built rigidly 
enough to catch the part that was faulty. A new 
fitting measure of better design and stronger construc- 
tion removed the cause of these mistakes. It is im- 
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portant to know that a mistake has been made; it is 
important to find out why it has been made and to re- 
move the cause so that it will not occur again. 

If you would progress rapidly learn to value your 
time. Differentiate between the things that are im- 
portant and those that only seem important. Then do 
the most important thing first. When mistakes occur 
do not merely correct them. Eliminate the cause so 
that they cannot occur again. 


The Advantages of Organization 


The man who has developed his creative imagina- 
tion, who has set his goal, and who is using his time 
effectively to work toward it soon finds that his busi- 
ness is growing beyond him. He has more than he can 
take care of and is ready to hire others to help him. 
He may duplicate his own ability by paying another 
man to take over part of his work. A successful physi- 
cian may employ an assistant to care for the less diffi- 
cult cases and may train this man to follow his methods. 
The real estate operator who has more customers than 
he can attend to personally may employ another sales- 
man to help him. Or a business man may hire others 
to supplement his own activity. He may employ men 
to run the machines in his factory while he spends his 
time in selling. He may hire people to handle various 
phases of his business so that he can devote his atten- 
tion to what he considers more important work. By 
hiring others, progress is accelerated, and if the judg- 
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ment in selection has been good, a man is not only 
able to multiply and supplement his own efforts, but 
he may be able to offset certain of his own weaknesses. 

It is right and necessary that you make a profit on 
the man who works for you because you assume the 
risk and guarantee him a regular return on his time 
and energy, but it is also vital that the arrangements 
offer him a chance to grow and progress financially. 
Any other basis is unsound because the man who is 
worth his sand will realize sooner or later that he has 
no real chance to progress and will leave you for work 
where he has a fairer opportunity. 

The fine art of managing men cannot be gone into 
here, but it is important to remember that the men 
added to any organization should supplement rather 
than duplicate the qualifications already represented. 
Human beings are lopsided; we are all made up with 
strong points and weak points. The engineering type 
of mind is fitted for staff work but is seldom a success 
in the sales field. The good salesman is seldom a good 
manager and the executive type is more effective on a 
desk job than he is in creative or sales work. Indi- 
vidually a dozen men may show many weak points, but 
knit together in a carefully built organization, they 
present a solid front with each man functioning where 
he is strongest. 

Choose your men carefully, pay them generously, 
and expect much of them, for they become a part of 
the “ multiplied man ” who runs your business. 
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Study men and learn to guage their character and 
measure their capacity. The ability to pick men is a 
tremendous business asset. Use the law of sound or- 
ganization to speed your progress. 


Money — The Tool of Modern Business 


More or less money in the form of working capital 
is required in every business undertaking. Even the 
professional man who is selling his skill as a personal 
service requires capital in his business. He has had to 
finance years of preparation and has had to meet the 
expenses of maintaining his office until his practice has 
grown to self-supporting dimensions. Even when this 
has been achieved he can often invest additional sums 
in equipment calculated to save his time and increase 
his usefulness. In the ordinary commercial venture 
materials must be purchased, men must be employed, 
expenses must be paid, and selling costs must be taken 
care of before the merchandise has been sold and bills 
collected. In this case money is used to bridge the gap 
between the initial outlay and the income. It is also 
probable that a substantial investment must be made 
in machinery and equipment before business can be 
done at all. In this instance money is used for the 
purchase of tools calculated to multiply effort and 
effect the economies that make the business possible 
on an economic basis. As we have developed from the 
old hand labor days to mass and power production by 
machines a larger and larger investment in tools has 
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become necessary. Thousands of businesses fail every 
year because their managers have not had sufficient 
capital to swing the venture. Starting on a “shoe 
string ’’ sounds very well, but it is safer and wiser to 
carefully estimate the amount of capital that will be 
needed and have it ready for instant use. 

If you would be sure of your financial backing, 
figure how much cash you will need to meet every 
contingency you can think of, then double this figure, 
and add a little more just for good measure. To suc- 
ceed and progress as it should, every business must 
have this ample supply of money at all times. There 
are two reasons for this as a fundamental requisite. 
First, a shortage of cash at any time means a slowing 
up and curtailment of operations. The management 
must stop building and rush around in an effort to get 
sufficient money to meet the emergency. This takes 
time and energy that should be spent in another direc- 
tion. Secondly, the man who is pressed for funds is 
not in the best position to get them. “To him that 
hath shall be given” holds in the banking world as 
in no other place. The man with plenty of cash for 
current operations can easily borrow more because he 
is considered to be in sound financial condition and a 
good risk, but the man who is pressed is looked on with 
suspicion by his banker. He is often unable to get 
the accommodation he needs or is forced to sacrifice 
much in order to get it. It may not sound reasonable, 
but it is often wise to borrow money when you do not 
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need it so as to have it, or at least to have established 
a regular line of credit, when you do. 

The other important thing to remember about money 
is that the dollar is not always a dollar; in fact, it is 
seldom a dollar. In the post-war boom with an in- 
flated currency, our dollar was really only a “ forty- 
cent piece ” so far as purchasing power was concerned. 
To compare sales, earnings, wages, or profits with pre- 
vious years was exceedingly dangerous unless this fact 
was kept in mind. The business that made $100,000 
in 1913 and made $200,000 in 1920 was really losing 
ground because the net gain as expressed in what it 
would buy was less than before the war. Our dollar, 
as this is written, is worth only sixty-three cents as 
compared with the 1913 dollar and we are really doing 
business with “ sixty-three cent pieces.”’ This elastic 
dollar of ours must be taken into consideration when 
comparing one period with another and in negotiating 
loans which are to be paid back at a later date and 
under new conditions. The borrower who received 
forty-nine-cent dollars in 1919, may have had to pay 
them back later in seventy-one-cent dollars in 1924. 
He may have thought he was paying 6% or 8% inter- 
est but he was actually paying a much higher rate. 
Likewise the man who borrows sixty-cent dollars and 
pays them back when they are worth but forty cents 
in actual purchasing power makes a real profit of 
twenty cents on every one of them. Watch your dol- 
lars carefully and if you would avoid fooling yourself, 
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reduce them to terms of real value before you make 
comparisons. 

We will discuss this elastic dollar and its effect on a 
business in more detail later on. 

Money is a powerful tool for speeding progress. It 
is essential that you have sufficient capital before you 
undertake a business venture, then build your credit 
and borrowing power carefully. It is infinitely better 
to pay interest on money you do not need, and thereby 
be amply protected, than to be hindered and hampered 
by a lack of cash. 


The Source of Profits 


Facts are the raw material upon which the initiative 
must work to develop profits. The very vision that has 
created a business is founded upon certain facts. Ma- 
terials can only be purchased economically when im- 
portant facts regarding sources of supply are known. 
Improvements in manufacture are based on an accu- 
rate knowledge of costs. Every successful and pro- 
ductive sales and advertising plan is built upon solid 
facts — facts about the product and the market. 
Without facts, profits are improbable. 

Five hundred years ago the business man carried the 
records in his head and the money in his pocket. His 
operations were limited and he could remember every- 
thing that he considered necessary. If he was success- 
ful and made money it became inconvenient and dan- 
gerous to carry it around; so he placed it in a strong 
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box. From this humble beginning —the modern 
bank with all its possibilities for handling money and 
credit, for facilitating payments and protecting funds 
has developed. Then the telephone, typewriter and 
the adding machine ushered in the next great advance 
in the science of business with more convenient forms 
of communication and better and more accurate han- 
dling of figures. The last twenty years have brought a 
third stride forward, an appreciation of the value of 
records. The Income Tax has forced the issue and 
America is recording the facts about its business as 
never before. Learning the tremendous value of 
records in financial transactions, the executive is open- 
ing his eyes to a much broader field. To-day records 
are being made and kept, not only on stocks, sales, 
costs, purchases, production, and inventory, but also 
on markets, on personnel, on customers, and on a score 
of outside factors that affect the fortunes of a business. 
The business man has learned that to guess is to 
gamble. He has realized that his success is built on 
facts and that the more facts he has the greater his 
chance to build soundly and succeed in a large way. 
Present record systems are often weak in that they 
are incomplete. Obviously you cannot keep records 
on everything or you find yourself in the position of the 
man who installed a very elaborate system in his busi- 
ness and was so busy taking care of the system that 
the business died from neglect. An adequate set of 
records should give the facts on all important activities 
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in the simplest possible form. The danger lies in 
supplying too much detail on some departments and 
no facts at all on others. 

A more glaring fault, perhaps, is that too many 
record systems report “ancient history.” They sup- 
ply the facts all right, but they do not supply them 
until it is too late to do anything about it. Signal 
systems have been devised which automatically call a 
situation to attention when it develops and while there 
is still time to remedy it. Proper control can only be 
had when all essential facts are brought to the atten- 
tion of the management — promptly! 

The facts supplied through adequate records are the 
mile-stones which mark the straight road to business 
success. Get the facts on every important phase of 
your business — and get them before they become his- 
tory. They are the guide by which you must steer 
your course. 


Materials and An Opportunity 


Most businesses handle materials, commodities, and 
merchandise. You buy them, sell them, convert them; 
or transport them. These are the things that make 
business tangible. The idea of the automobile can 
only be carried out when steel, wood, leather, and glass 
have been converted into a vehicle. A store cannot do 
business without merchandise to sell and a railroad 
cannot operate without goods to carry. The more you 
know about the materials and commodities needed in 
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your particular business the more skillfully you should 
be able to handle them. 

They must be on hand when they are needed but 
should not be more of a burden than is absolutely 
necessary to insure steady operation. It is also vital 
to remember that requirements and conditions change. 
Because of old habits of carrying large surplus supplies 
of materials we have far too much money tied up in 
inventories. It is probable that the excess over actual 
present needs costs American business at least one 
hundred million dollars a year in depreciation and in- 
terest charges. Better railroad service makes it not 
only unnecessary to carry the old stocks as protection 
but places a definite handicap on the concern that per- 
sists in doing so. 

Study your requirements carefully and work closely 
with sources of supply to arrange deliveries to meet 
your needs, but carry as little in surplus stock as is 
possible. A rapid turnover increases profits. Select 
the materials exactly suited to your needs —then be 
sure that you will have enough to insure steady pro- 
duction — without an excess that will eat into profits. 

These essential elements — vision and creative im- 
agination, the productive use of time, sound selection 
and management of men, ample financing, intelligent 
control through records, and proper handling of ma- 
terials — will be found in every successful business. 
They form the foundation upon which any permanent 
or outstanding achievement is based. It does not 
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necessarily follow that every enterprise that satisfies 
them must therefore succeed in a large way, but it 
does mean that the business which neglects any of 
them is severely handicapped if not doomed to 
mediocrity. 

There is almost unlimited opportunity for the busi- 
ness that is soundly founded and intelligently managed. 
The roster of truly great concerns and outstanding 
successes in American business is continually changing. 
Room must be made for the new ones that push into 
prominence, and now and again an old name that has 
stood high fades out. Perhaps the loss of standing is 
due to a new and inexperienced management but more 
often it is the result of what we might call “ hardening 
of the business arteries.”” The business having worked 
its way up to considerable success settles down to en- 
joy it. The old management believing that it has 
found the high road to prosperity and leadership re- 
fuses to change as new developments are introduced. 
The officers of the National City Bank who have made 
a study of this death rate among the “ well-to-do ” in 
our field of commerce find that many of the old con- 
cerns in trouble have refused to change with the times. 
New methods of marketing have come in, new types 
of merchandise and service are demanded, but they 
continue with the old. If I were insuring businesses, 
against failure, I should mail each of the offices a card 
every month which would read: “ The only difference 
between a groove and a grave is the depth.” 
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A business must grow or go, and since proper con- 
trol through facts is perhaps the least generally under- 
stood of these six essentials we shall confine our 
discussion in succeeding chapters to a fundamental 
plan of business control that can be applied to any 
business, —a method of control that marks the 
straight road to business success. 


CHAPTER II 
THE MANAGER’S JOB 


OW much difference would it make in the manner 
of your living if you knew exactly when you 
would die? Suppose that you had positive assurance 
that you would die on June ist of your sixty-fifth 
year? Suppose that you knew you had thirty-one 
years, six months, and eighteen days more to live on 
this earth? In such a case I suspect that you would 
make more definite plans and would give more thought 
and attention to your use of the limited supply of time. 
The chances are that you would accomplish much more 
in these years than you would under present circum- 
stances. We have no such set limit of years and days 
in the business of living but we do have a very definite 
time limit in the business of making a living. If you 
want to know how much time you have left to achieve 
success in any commercial or professional venture you 
can figure it out to the day. 

Football is played against time as well as against the 
opposing team. You go onto the field at the beginning 
of the game and must score your points within a 
definitely allotted time. If you do not score within 
that time you do not score at all. You win or lose 
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on your standing when the final whistle blows. To all 
practical intents and purposes the game of business 
must be played against the same sort of stop watch. 
If you do not win within a given period, you will not 
win at all. 

Your business life on this basis is but ten years! 

I do not mean that a man’s earning power is limited 
to this period of time, obviously a man may earn more 
or less steadily for fifty or even sixty years; but the 
man who is managing a business and is responsible for 
its success has ten years as a maximum. If he cannot 
put it on a highly successful basis within that period 
he might just as well drop it and do something else 
because there is little chance of his ever doing it after 
that period. The failure to get an enterprise on the 
high road to large success during this ten-year period 
may be due to the fact that the industry is too crowded 
or that the management is inefficient so far as that 
particular business is concerned, but I reiterate the 
point, that there is little use in trying to continue be- 
yond this period if the roots of a truly prosperous 
business have not taken hold. 

The first two years of this ten-year business life may 
be required to get a new enterprise onto a basis where 
it will carry itself, or to get an old business reorganized 
so that it will pay its expenses. The following eight 
years are spent in study and development. There may 
be a few businesses that require more than two years 
for the process of incubation, — certain types of min- 
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ing activity, for instance, require five years of invest- 
ment and preparation; but I do not know of a single 
line of endeavor that cannot be definitely established 
on a profitable basis in ten years. 


The Most Valuable Asset 


Looking at the manager’s job from this angle it is 
obvious that time is our most valuable asset. Money 
can be borrowed, men can be hired, goods and mate- 
rials can be purchased, but the ten years of time 
allotted to the manager can neither be increased nor 
replaced. In face of this limited supply of a most 
precious commodity it is probable that the average 
American business manager wastes more time than 
anyone else in the plant. I do not mean that he 
actually loafs on the job, but I do mean that he does 
not make his business hours as productive as they 
should be. He spends hours at his desk going through 
motions of being busy on important matters when he 
is either actually accomplishing nothing or is attending 
to things that some one else whose time is less valuable 
could do as well. Meantime the man who is paid to 
run a machine is running it and a large part of his 
time counts where it is supposed to count. 

Then there is the business devil called “confab.” 
I suppose that it is easier to talk than it is to think. 
In any event, most of us put in a good part of our 
business time in “ discussing ” situations and problems 
rather than in studying and solving them. We believe 
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that time spent during business hours talking around 
and about something connected with the business is 
constructive time but I suspect that a careful study of 
results and costs in hours will convince you that it is 
an exceedingly expensive process. 

Henry Ford called on a friend recently and found 
him in conference with his leading executives. The 
motor manufacturer stuck his head in the door, looked 
at the twenty odd men assembled and said, “ Well, I 
see that you are wasting time.” 

Ninety percent of the time consumed in conference, 
discussion and general “confab” can be saved and 
the progress of almost any business can be speeded by 
the adoption of two simple plans. They have proven 
their value in many businesses and can be used to 
advantage in any venture whether it employs two men 
or two hundred thousand. 


A Plan That Saves Hours Each Week 


If a problem or question has arisen on which the 
reactions or opinions of several members of the or- 
ganization are needed, define that problem or question 
clearly in writing giving all the facts connected with it 
and distribute these memoranda to the men whose 
opinion you require before a decision can be made. 
The answer may either be written and returned or a 
short conference may be called in which each man 
states his conclusion briefly. If a new angle or another 
phase of the situation develops it may be necessary to 
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send out another memorandum giving the additional 
facts but the process stimulates thought rather than 
talk and everyone saves time. Compare this with the 
old method of calling a conference to consider current 
questions. Various men assemble with no idea of 
what the meeting is about. The chairman states the 
problem for consideration. Unless he has written it 
out beforehand it takes more time than is necessary 
to explain it. The manager’s time and that of every- 
one else is being wasted. Then somebody asks a ques- 
tion and it is discovered that the answer is not at hand 
but must be looked up. More delay and more ques- 
tions. Then opinions are expressed, some good and 
some not so good. An hour goes by and the discussion 
is still in full swing. Much has been said that is not 
pertinent to the question at hand and thinking is being 
done aloud that could be done better in silence. ‘“ Con- 
fab” is hindering rather than helping the situation. 
Questions in writing and answers in writing crystallize 
the problem and get the answer in a fraction of “ con- 
ference ” time. 

The matter of instructions or the discussion of a 
matter with an individual in the organization is subject 
to the same sort of waste and lost motion. Verbal 
orders are easily forgotten or misunderstood. The 
best plan for written instructions that I know of in- 
volves three copies of the memorandum. The original 
is sent to the individual addressed, the first carbon or 
pink sheet is kept by the sender and the second carbon 
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or green sheet goes to the files. The man receiving the 
memorandum reads it and initials it with or without 
comment. It goes back to the man who sent it and 
stands as a receipted message. If it does not come 
back the pink sheet acts as a reminder and the matter 
is checked up to see why an answer has not come back. 
There is little chance here for either party to this 
correspondence to misunderstand or forget. Things 
are in black and white as a matter of record and there 
is seldom necessity of further check-up. 

I do not want to seem to eliminate the social con- 
tacts and good fellowship that are necessary in every 
successful business but if a manager will insist on 
“ writing ” instead of “ talking”? about the phases of 
the business that must be considered, he will save liter- 
ally hours of his time every week and sounder decisions 
will result. The more valuable an executive’s time, 
the more important that he make it effective by writing 
his instructions and by insisting that other members 
of his organization write rather than talk to him. 

I know of one business man who even carries this 
plan in dealing with those outside his own business. 
He must see many salesmen every day and to save both 
their time and his he has an Ediphone in his reception 
room. The salesman who requests an audience is 
asked to dictate his business to the machine and to 
state it in the briefest possible form. The memoran- 
dum goes in ahead of the salesman with its outline of 
the proposition. The interview then consists of a few 
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direct questions and answers. The matter is settled in 
less than half the time required by the old verbal hit 
or miss method. 

I have carried this plan of written communication 
in my own business even to the Board of Directors. 
Before each meeting the members of the Board are 
provided with a memorandum covering the matter to 
be brought before them. They have a chance to think 
the questions over so that when the session is actually 
called to order business proceeds smoothly with almost 
no discussion. Since this plan has been in operation 
directors’ meetings that last less than fifteen minutes 
are not at all uncommon. 


What Is the Manager’s Real Job? 


Another phase of the manager’s job consists in ef- 
fecting a clear-cut and straight-line functioning of his 
organization. The Board of Directors, for instance, is 
usually composed of men who have a financial interest 
but are not involved in the actual operation of the 
business. Often they are not familiar with the details 
and are not therefore in proper position to formulate 
policies. The plans and policies should be made by 
those actually engaged in the business and should be 
submitted to the Board of Directors as recommenda- 
tions. They can then be adopted or rejected as the 
Board may decide but its chief business should be that 
of decision on matters submitted for endorsement. 

The operating or Executive Committee should be 
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made up of the key men of the organization who are 
responsible for the management and operation of its 
various functions. If written memoranda are supplied 
on all questions to be decided, a meeting of these 
executives once a week should be sufficient to settle 
all matters of importance. If these men are competent 
a two thirds majority vote can be depended upon to 
decide questions in the best interest of the business and . 
in the manager’s absence they run the business. 

The policies and plans having been formulated by 
the Executive Committee and endorsed by the Board 
of Directors must next be carried out and it is the 
manager’s job to see that the various departments of 
the business function together in following them. For 
this purpose it is vital that the manager know what is 
going on in each department and that he have this 
information in the most convenient form. This may 
sound like a large order but it is not at all difficult once 
the information required from each department is de- 
cided upon and the machinery for placing it before 
the manager regularly has been set in operation. The 
figures showing the condition and progress of every 
department of a business can be collected on a single 
sheet and placed before the manager daily so that in 
fifteen minutes he can get a complete picture of the 
business. The departments that are making satis- 
factory progress do not require his time and attention. 
Those that are not functioning properly show up at 
once in the report and the difficulty can be ascertained 
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at once by checking up with the head of that depart- 
ment. A weakness is discovered on the day that it 
occurs and there is no chance for an unsound condition 
to continue for weeks and months without the manager 
knowing it. The exact form of this report and the 
information included in it will be taken up in detail 
later. For our present purpose it is chiefly interesting 
to note that it enables the manager to keep track of 
the actual operation of every department of his busi- 
ness in less than twenty minutes a day. 

The daily check-up also makes it easy to follow 
another principle of sound executive management. As 
captain of the business ship it is not his job as manager 
to run it, nor is it even his business to steer it. If you 
have ever made the acquaintance of the captain of a 
transatlantic liner, you will remember that he spends 
little or no time at the wheel. He does not even make 
the calculations by which the proper course of the 
ship is determined; rather, these are made by his staff 
officers who submit their calculations and conclusions 
to him for checking. So long as their figuring is cor- 
rect, they run the ship. The captain only exercises his 
authority when he finds that an error has been made. 
Many business managers, in the habit of monkeying 
with the operation of various departments of their 
business, would get better results if they followed the 
sea captain’s plan of keeping an eye on things and only 
stepping in when some department is obviously on the 
wrong course. They would save much of their own 
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time by doing this and would get better work from 
department heads who naturally are happier when they 
are running, and are responsible for, their own de- 
partments. 

We have stressed the element of time saving in this 
discussion because so far we have been dealing with 
what might be called the routine side of management. 
This includes the meetings, the reports, the memo- 
randa and instructions but it should not require more 
than two hours of the manager’s time as a maximum 
and should be done in sixty minutes a day. The real 
job is planning. It is upon the manager alone that the 
responsibility for speeding the progress and profits of 
the enterprise rests. If at least 50% of his time is not 
free for this planning, he is neither fair to himself nor 
his business. 


When Do You Think Best? 


Constructive thinking is not easy under any circum- 
stances but if you will study your own mind and its 
working you will discover several things that will make 
it easier. You will probably discover, for instance, 
that it requires concentration and that this is almost 
impossible if you are more or less constantly. inter- 
rupted. You will also find that your mind will work 
best on creative thinking at certain hours of the day, 
perhaps your best time will be two or three hours in 
the morning; perhaps in the late afternoon. It is vital 
that you discover this “best time of the day for con- 
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structive thinking and planning” and that you reli- 
giously reserve it for this all-important work. 

A friend of mine used to do his thinking at night. 
He had built his business from a small beginning and 
could not seem to get away from the details during 
business hours. He was spending practically all of his 
working day on routine management and was thinking 
far into the night. Suddenly his health gave way and 
he had to drop everything and recuperate for eight 
months. He had no warning and no time to arrange 
matters or explain anything to his subordinates. They 
did not even know where he could be located during 
these eight months; for the doctors had ordered ab- 
solute and complete rest. He returned at the termina- 
tion of this forced exile fully expecting to find his 
business thoroughly disorganized if not completely 
bankrupt. Instead he found it in sound condition and 
well ahead of its position when he left it. In checking 
over the matter in detail he found but one mistake 
that could have been prevented if he had been there, 
— and that mistake had cost the business $1,200. On 
this basis his time in routine management was worth 
about $2,000 a year! I do not contend, mind you, 
that the business would not have progressed faster had 
he been there, but that is a matter of planning and 
constructive thinking. He was worth just $2,000 as a 
routine manager and he has never been able to quite 
get over the fact that his time and energy as he used 
to employ it was worth no more than this tq his busi- 
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ness. He now finds time to do his thinking during 
business hours where it counts for his business and not 
against his health. 

Roger W. Babson, one of the most successful busi- 
ness men in America, presents another interesting 
study along this line. Early in his business career he 
was stricken with tuberculosis and was only able to 
overcome the disease by adhering strictly to a most 
exacting schedule so far as diet and rest were con- 
cerned. Since then he has had to live a large part of 
his life out of doors and has been unable to spend more 
than three hours a day in an office. I strongly suspect 
that it is these afternoons, free from interruption and 
the physical motions of “transacting business” that 
have been largely responsible for his success. 


Costly Interruptions 


When you have set your time for constructive think- 
ing, see that you are free to make it count. I know 
business men who pride themselves on their ability to 
concentrate under any circumstances. They seem to 
delight in doing their work in a general office room 
where the confusion of many men at many jobs creates 
a small furore. I envy them their will power to keep 
their minds focused on one thing in spite of this con- 
fusion but I doubt their judgment in trying to do any 
real mental work under such circumstances. The man 
who can concentrate in spite of the disturbance caused 
by other people moving and working in the same room 
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is rare indeed, and he would do even better work if a 
certain amount of his energy were not being dissi- 
pated in holding his mental doors shut against the host 
of impressions clamoring for attention. 

The telephone is a great convenience to business but 
it sometimes costs a great deal more than the amount 
shown on the monthly bill. If you have watched the 
average business man at his desk you know what I 
mean. Mr. Executive starts to read an important 
letter and his phone rings. By the time the conversa- 
tion is completed he has lost the thread of his thought 
and must start all over again. A call every ten min- 
utes on the average will make it practically impossible 
to get anything constructive done. Subordinates with 
questions or problems and callers on a variety of mis- 
sions complete the category of interruptions that effec- 
tually dissipate time and energy for business men. 

I would not recommend the heroic measures tried 
by a successful Boston business man who refuses to 
have a telephone in his office, and who goes outside 
whenever he wants to call any one; but I should sug- 
gest some effective plan for beating these thousand 
little thieves that steal from the executive and from the 
business. The most obvious means is to set aside 
definite hours each day when you are not to be inter- 
rupted. All calls and all callers then come to a secre- 
tary who handles them exactly as they would be 
handled if you were absent from the office. Telephone 
callers are asked to phone again at a definite time when 
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you will be glad to talk to them or their numbers are 
taken to be called back later. Appointments are made 
for callers in person on the same basis. Then at the 
time set aside for this purpose all telephone calls, inter- 
views, and conferences with members of the organiza- 
tion are taken care of as a part of the day’s work. By 
setting definite hours, practically all of the matters 
that ordinarily interrupt the day can be taken care of 
in an hour. It is assumed, of course, that the secretary 
in charge is tactful and that exceptions are made to 
the rule when the case is important enough to warrant. 


A Really Private Office 


A number of successful business men, appreciating 
the vital importance of two or three hours a day in 
constructive thinking about their business, have freed 
themselves from interruption by renting a private office 
in another place where they can be sure of being un- 
disturbed. Others plan trips that will take them away 
from their businesses for several months out of each 
year. They have found that the fresh surroundings 
and new environment of travel sweep the cobwebs out 
of their brains and that a quiet retreat many miles 
from the business itself offers a splendid opportunity 
for the development of plans. 

Some years ago there was a certain executive in the 
Standard Oil Company who stood well up on the pay- 
roll. He had a desk and an office, but apparently had 
little to do for he spent practically all of his time gaz- 
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ing out of the office window. Noting this lack of 
physical activity another employe felt called upon to 
report the matter to the management. It so happened 
that he spoke of it to the senior Rockefeller complain- 
ing that Mr. So-and-So was wasting the company’s 
money because he was drawing his generous salary and 
did nothing but gaze out of the window. It is said 
that Mr. Rockefeller heard the complaint through and 
then said, “ I wish I knew where I could hire ten more 
men like him. I would gladly pay them fifty thousand 
dollars a year, just to look out of the window.” 

Most business men think they are earning their 
salary when they are keeping physically busy, but as a 
matter of fact the time the manager spends in going 
through motions is largely unproductive in the true 
sense of the word. The progress that he makes is al- 
most directly dependent upon the time he spends in 
planning for progress. See that you spend from two 
to three hours a day in thinking and it makes little 
difference whether you do anything else or not. If 
there is no definite or immediate problem to think 
about, go into session with yourself just the same. 
Give your brain fifteen minutes without any outside 
factors to demand its attention and it will develop an 
idea — perhaps one that will be worth many thousand 
dollars to your business. 
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The Advantage of Personal Contacts 


Then there is the matter of personal contacts. The 
question of their value in business has been pretty well 
settled, but there still seems to be some misunderstand- 
ing as to how and why they are valuable. Many peo- 
ple seem to think that acquaintanceship with influential 
business men is to be cultivated for the purpose of 
asking favors. They are sadly mistaken. A social 
acquaintanceship is a distinct hindrance rather than a 
help so far as the actual transaction of business is con- 
cerned, for the man who meets another socially and 
then attempts to use this contact as the basis for mak- 
ing a business deal of some sort is less likely to succeed 
than the man who is a stranger to his prospect. Any- 
one resents a social connection being used as an excuse 
to sell something and the old adage about familiarity 
breeding contempt applies here as well as elsewhere. 
The friend who tries to sell you insurance, real estate, 
or automobiles usually loses his sale because you do 
not listen to him seriously; you may buy from him by 
preference but he is foolish if he tries to sell you. 
Social acquaintanceship should never be used as an 
entering wedge for a business transaction. You may 
make friends in business that develop into personal 
friends and the relationship does not then affect your 
business transactions but it seldom works the other 
way. 

The real value of personal contacts is the stimulating 
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effect of other minds. You learn from every man you 
meet and varying viewpoints are always illuminating. 
The doctor and his diagnosis may help you to analyze, 
the lawyer and his brief improve your logic, and the 
corner grocer can tell you much about human nature if 
he is observant. Further, every person you meet is an- 
other test case in the most absorbing study in the world 
— man, and the way he works. 


Every Problem Has Been Solved 


More directly, a wide friendship among business 
men is rich in its store of ideas and experience. It is 
safe to say that every problem you face in your busi- 
ness has been met and solved by someone else. Per- 
haps the circumstances were not identical but basically 
the difficulty was the same and the solution can be 
adapted to your needs. The futility and folly of work- 
ing on the question that has already been answered 
was illustrated during the war by one of the leading 
dye firms in this country. The sudden shortage of 
German dyes forced many technical problems upon 
our own dye makers; secrets had to be discovered and 
processes developed. One manufacturer spent many 
months and a small fortune in working out the formula 
by which two chemicals could be combined to get the 
exact result needed. They finally succeeded and the 
head of that firm happened to mention their great dis- 
covery to a chemist friend. After listening to an out- 
line of the difficulty the chemist said, ‘“ Well, you have 
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wasted a year and a half and the $180,000 you have 
spent in experimenting, because that problem was 
worked out several years ago. You will find the an- 
swer on page 587 of ‘The Combination of Chemi- 
cals.’”? The manager, rather shocked by this news, 
looked it up and found the exact formula that he had 
gone to so much trouble and expense to work’ out. 
Experts in research laboratories and in patent work 
constantly come across “inventors” who have spent 
years in trying to discover something that is already 
known. 

A friend may not always be glad to buy your goods 
but he is more than willing to give you any information 
that he can or to refer you to some source with which 
he is familiar. Even in competitive industries the old 
secrets are gone and the trade association of to-day 
makes the composite experience and discoveries of the 
entire group available to each member. The free ex- 
change of ideas has come fo be recognized as one of 
the most valuable developments in American business. 
It will speed our commercial development during the 
coming years and it will prove to be of great help to 
the individual business man who will take the trouble 
to find out how his problems have already been 
answered. 

These opportunities for profitable and stimulating 
contacts have been greatly expanded by our business 
press. Each month the business magazines and busi- 
ness books make available a vast storehouse of busi- 
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ness ideas, plans and experiences. They bring to you 
personalities that otherwise might be inaccessible and 
the thoughts of many men. Business reading is highly 
stimulating and thoroughly justifies its regular place 
in the manager’s schedule. 


Half A Day At Your Desk 


If the manager’s job is properly organized, he can 
accomplish in four hours what the old hit-or-miss, take- 
them-as-they-come process could get done in a full day 
with occasional overtime. The routine side of manage- 
ment should be cut to half a day as a maximum. 
Everything that can be done by someone else should be 
done by that someone else. Once the schedule is oper- 
ating smoothly an hour to two hours a day should 
take care of conferences, callers and correspondence. 
Half an hour with the proper form of report will ac- 
quaint the manager with the exact condition of every 
department of a business and another half hour should 
define any specific difficulties exposed by the report. 
This may not sound reasonable but a daily check up 
on operation keeps things running smoothly and it is 
seldom that more than one department registers diffi- 
culty on a given day. Planning time may or may not 
be included in this half day, but the schedule should 
leave the other half day to the manager to be used as 
he sees fit. If you are spending more than four hours 
a day in routine management, you are wasting your 
own time and are not being fair to yourself. 
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The idea that you can do a better job in half the 
time that you are now spending may sound absurd, but 
it is sound and if you will check the matter carefully 
you will find men with much larger responsibility than 
yours who are spending fewer hours at the office than 
you do. Since you cannot do everything, it is impor- 
tant that you do the vital things — and that you keep 
fit so that you can continue to run your business suc- 
cessfully. Organizing your work and cutting down 
your routine hours will not only speed progress and 
profits but will lengthen your life and preserve your 
capacity to enjoy it. 

Perhaps the strongest argument against our present 
competitive and capitalistic system is the appalling 
death rate among business men. The allotted four 
score years is not being given to managers and the 
almost daily reports of physical collapse and death 
among business men in their forties demand serious 
consideration; for if success in business means a 
funeral at fifty there is certainly no argument for 
succeeding. 

Being an executive, however, need not be our most 
hazardous occupation. There is no real reason why 
our minds should wear out before our bodies do. Your 
physician will tell you that business men go to pieces 
either because they do not understand the workings of 
their own brains or because they willfully neglect the 
proper care of their mental and physical equipment. 
The man who would not think of trying to burn bricks 
in his factory power plant will overload his own stom- 
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ach with a mass of equally poor fuel. The man who 
would not run his motor car a mile without lubricating 
oil will drive his own body and brain against the fric- 
tion of worry and fatigue. 


Twenty and Sixty Miles Per Hour 


Our bodies and brains are nothing more than ma- 
chines governed by definite and known mechanical 
laws. As a matter of fact they are antiquated ma- 
chines; for our physical equipment changes slowly and 
has not been able to keep up with civilization, espe- 
cially the mechanical civilization that has speeded up 
our rate of living. We have a machine that was de- 
signed to run at twenty miles an hour, but to keep up 
with the procession we are forced to run it at sixty 
miles an hour. Under these circumstances it is im- 
perative that we watch it closely, understand it thor- 
oughly, and keep it in the best of condition. 

As a serious and protective hobby for the business 
man, may I suggest the study of the brain and its work- 
ings. It is our most valuable tool and it will pay to 
know all you can about it. You will find out a number 
of interesting things that cut down the lost motion in 
mental action. You will discover, for instance, that 
enthusiasm takes the place of driven energy. Activity 
resulting from enthusiasm requires no will power and 
almost no effort and can be maintained for long periods 
without appreciable fatigue. Effort, on the other hand, 
is required the moment that enthusiasm lags and effort 
drains on the storage battery of energy. That is why 
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harmony and enthusiastic codperation in any organ- 
ization are really important. Unpleasantness and fric- 
tion destroy enthusiasm. 

You will find that work has seldom killed anyone, 
but that worry is almost as fatal as arsenic. Worry 
and fear not only paralyze the creative functions of the 
brain but they form a poison in the physical system 
that must be counteracted. Again, the amount of sleep 
required to recharge energy is directly in proportion to 
the amount of effort necessary to hold your attention to 
the job in hand. The man driven by enthusiasm re- 
quires little sleep; the man expending conscious effort 
requires much. These and many more interesting and 
valuable things will be discovered if you will take the 
trouble to study your most valuable asset — your 
brain. 

Would you insure your success in the manager’s job? 
Then reduce the number of hours spent at the office in 
routine performance to the minimum. Religiously set 
aside from two to three hours a day for constructive 
thinking, for this will govern your progress. Cultivate 
a broad field of contacts with people and with ideas 
that you may keep abreast of the times and may profit 
by other men’s discoveries. Finally, study your physi- 
cal equipment and keep it in smooth running order that 
you may accomplish much with minimum effort and 
that you— and not your heirs — may have a chance 
to enjoy the fruits of your success. 


Cuapter III 
INSURING BUSINESS PROFITS 


ANY business men will tell you that profit is the 
most uncertain element in commerce. Staid 
and experienced bankers will assure you that one of 
the most difficult tasks in the world has to do with 
making one dollar earn six cents in a year. The re- 
ports of commercial failures show thousands of con- 
cerns going into bankruptcy each month. Dun’s and 
Bradstreet’s state that 85% of all business undertak- 
ings fail to establish themselves on a profitable basis. 
This evidence suggests that the job of making a busi- 
ness pay a profit is difficult. 

I am going to risk the displeasure of these sage busi- 
ness advisors, however, and am going to discount the 
bankruptcy losses by stating clearly my belief that 
profits can be insured. The process is so simple that it 
is at first hard to believe, but I state it in all serious- 
ness. The profits of any business, large or small, can 
be insured by insisting that cash outgo be less than 
cash income! 

Accountants and financial experts can introduce all 
their technicalities and can make an elaborate survey 
of the financial structure of any business. They can 
discuss seasonal variations, depreciation, sinking funds 
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and taxes. They may prepare a five hundred word 
report with graphic charts showing secular trends if 
they care to, but when they have finished, they have 
arrived at this result: If total expenditures have been 
less than cash income from operations, month by 
month, the business has made a profit. Try to operate 
on any other basis and you run the risk of financial 
embarrassment, loss, and failure. Nor is this method 
of insuring profits a theory; it can be applied directly 
to the financial control of any enterprise from a shoe 
shining stand to a transcontinental railroad with 
equally gratifying results. 

If we begin with a new enterprise, we have no in- 
come, or perhaps not enough to cover current expenses. 
In this case the amounts necessary for the operation of 
various departments are estimated as closely as pos- 
sible and are added together to arrive at an estimate 
of total operating expense. The percentages of this 
total allotted to the various departments may be ad- 
justed in light of later experience if necessary, but esti- 
mates for a convenient accounting period —a week, 
a month, or a quarter — will serve in the beginning. 
The capital on hand is then used to cover these ex- 
penses and launch the venture. It is perfectly proper 
that capital be employed for this purpose in the be- 
ginning; that is what capital is for in a new enterprise. 
Just as soon as the income has been brought up to this 
level of operating expense, and this should not require 
more than two years if the business is sound and the 
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management is competent, each department is placed 
on a definite budget — a set percentage of this income 
based on previous experience — and it is up to each 
department to operate within its given appropriation. 
The cash income for the previous month is divided on 
this basis and the executive in charge of each depart- 
ment knows exactly how much he has in dollars and 
cents for the current month’s operations. His effi- 
ciency is judged on his ability to get results on the 
money allotted to him. If he has a surplus left at the 
end of the month, it may mean that he has been an 
able manager, or it may mean that he has not done as 
much as he could have done. The management can 
compare his budget record and his performance to 
arrive at an exact measure of his ability. 

In an established business, already making a profit, 
this process of insuring that profit is extremely simple. 
A convenient accounting period is selected — it is 
probable that a month will serve as the best unit — 
and operating expenses for each department are esti- 
mated on the basis of previous experience. The 
amounts needed to cover rent, salaries, and wages, in- 
surance and other fixed expenses are easily determined. 
An estimate of the volume of business anticipated com- 
pared with operating costs for the immediate past will 
give you a measure of the proper operating costs in 
other departments. A careful survey of present oper- 
ating costs as a basis for these budget appropriations 
will in and of itself suggest certain economies. 
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Profits are assured by deducting them in cash as the 
first appropriation from the previous month’s income. 
The proper amount to be deducted for this purpose will 
depend upon the nature of the business. Some enter- 
prises may plan to make 5%, some 10%, and it is 
probable that the average manufacturing business 
should make 15% gross profit. It will be well to re- 
member that these profits are deducted as gross profits 
before taxes and that not more than half of profits 
should be paid as dividends. If you plan on a 5% 
dividend for stock holders or owners, you will insure 
it by deducting at least 10% for the gross profit ac- 
count. If the income for January were $100,000, a 
profit of 10% before taxes, or $10,000 deducted, leaves 
$90,000 for operations during February. This is not 
a paper profit, but a cash profit, that can be deposited 
in a separate bank account if you like. It is available 
to be paid out in dividends or to be used as surplus in 
expanding operations. Profits are all too scarce in the 
business world, and cash profits are still scarcer. By 
this plan they are assured and set aside month by 
month. 

The balance of January income after profits have 
been deducted is then available for February opera- 
tions. The $90,000 is divided according to the per- 
centages allowed each department by the budget. If 
the production department is allotted 40%, the Pro- 
duction Manager receives notice that his appropriation 
for the month is $36,000. Other departments are ad- 
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vised in a similar manner of the amount of their appro- 
priations and they make their plans accordingly. 

Now there is no need to lock the stable door after 
the horse has been stolen, and the success of this prac- 
tical plan for insuring profits depends upon universal 
adherence to one rule: These appropriations do not 
apply to bills payable but to commitments. No de- 
partment head may order goods, services or equipment; 
he must not incur obligations in excess of his appro- 
priation. So long as this rule is strictly observed, 
financial embarrassment is impossible so long as com- 
mitments do not exceed the allowance; the cash is al- 
ready in hand to pay the bill when it is presented. 
Unused balances at the end of the month are carried 
to the credit of the department and are added to the 
next month’s appropriation. This makes it possible 
for certain departments to build up surpluses during 
dull periods to be used later when they are needed. 
The management, of course, reserves the right to ad- 
just the percentages in the budget at any time, to de- 
crease one department and to increase another as 
conditions may require. 

Suppose, however, that a sudden increase in business 
or unusual demand on one department makes it impos- 
sible to stay within the month’s allowance. What 
happens in such a case? The department head has no 
authority to make commitments beyond the appropria- 
tion allotted to him at the beginning of the month, but 
in case of emergency, he may go before the manage- 
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ment and state his reasons for requesting an additional 
appropriation. If his proposal is sound, the added al- 
lowance may be borrowed from another department or 
taken out of surplus. 

It is possible in applying this plan and setting up 
percentage budgets in your business that you will find 
it expedient to cover certain fixed expenses after profits 
have been set aside and before the balance is allotted 
for operations. Fit the plan to your own particular 
needs, but remember two things: deduct profit in cash 
before the cash income is appropriated for any other 
purpose, and insist that each department keep its com- 
mitments within its budget allowance. 

Now let’s see how it works. 

Purchasing Department. The Purchasing Agent 
receives his appropriation for the month showing that 
he has $28,409 with which to buy necessary materials 
and supplies. He must plan his purchases so as not to 
order goods beyond this amount. This tends to keep 
his inventories down and to prevent overstock. Ifa 
large order has been received by the production de- 
partment and its demand for materials exceeds his bud- 
get, he can go to the management and explain his 
situation. If the demand for more funds is justified, 
an additional appropriation is given him, but it comes 
out of capital funds, and stands on the books as a cap- 
ital investment in inventory. This process is followed 
regularly in businesses subject to a marked seasonal 
trend where goods must be manufactured in advance 
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of the actual selling period. In all cases where such 
additional capital investments are made, however, a 
definite plan should be set up for the repayment of 
these funds to the treasury. The loan should be con- 
sidered as a bank loan and should be paid back as the 
goods are sold. Such additional appropriations should 
be avoided, however, so far as is possible. The fact 
that the management must definitely arrange for them 
tends to keep them within easy control. 

Production Department. The Production Manag- 
er likewise receives his appropriation and must plan 
to get the desired output without exceeding it. If 
greatly increased production is demanded by actual 
orders in hand, he may require an additional loan for 
a temporary period but this is not the rule. An in- 
genious production manager is usually able to figure 
out ways of getting the required output without ex- 
ceeding his budget. The fact that he has a definite 
limit on outgo encourages initiative and usually results 
in lower unit costs. Necessity has long been known 
as the mother of invention, and a budget is father of 
lower production costs. 

Henry Ford brought out his first automobile to sell 
for $490. To-day he sells a much better product for 
less than $300 in spite of the fact that labor and mate- 
rials cost more than they did then. In discussing the 
principles on which he has built the greatest manu- 
facturing business in the world, he makes the startling 
statement that he has never set a price on the Ford car, 
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since its earliest days, that has not been less than the 
cost to make it at the time the price was set. He is 
in the habit of studying his markets and fixing a price 
that he knows will insure a definite volume of business. 
Despite the fact that the new sales price is below the 
cost of making the car, he puts the problem definitely 
up to his production department. They must make 
cars within the figure set and still show a profit. So 
far, they have never failed to do it! 

Office Management. The Office Manager also re- 
ceives his budget and must keep his commitments 
within it. If his payroll is too large to be accom- 
modated, it is up to him to figure out a way to save 
labor and reduce costs. If his plan involves new and 
improved equipment the management may loan him 
the necessary capital to buy it providing the saving, 
or enough of it to cover the investment, be paid back 
month by month until the account is settled. 

Advertising. The Advertising Manager must con- 
tract for his space before it is used. In many cases he 
must place his orders two months before the advertis- 
ing itself appears in the publications. But like every 
other department the advertising budget covers com- 
mitments and not current bills due. The Advertising 
Manager may contract for space and services to the 
extent of his appropriation, no matter when the adver- 
tising is to appear. A surplus in this department is not 
necessarily a good sign, though surpluses may be built 
up during two or three months to be used for some 
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special campaign. In general, advertising has to do 
with broadening markets and expanding the business, 
and it is the task of the executive in charge to spend 
every dollar of his appropriation as effectively as pos- 
sible. Retrenchment and a surplus here may mean a 
lost opportunity and slower progress. 

Sales Department. Here also the expansion and 
growth of the business are affected, and the competent 
Sales Manager will use his appropriation to get the 
highest total volume of business. If the monthly bud- 
get covers current expenses and leaves a surplus, it 
should be used to add new salesmen or to open new 
territories. The budget itself will lead to a more care- 
ful analysis of sales costs and of markets. Certain 
lines may not be showing results for effort expended, a 
few offices or salesmen may not be producing as they 
should; these points will be studied carefully and the 
difficulty will be remedied. The executive in charge 
of sales should be judged on his unit sales cost and on 
his volume of business rather than on the modesty of 
his expenditure, providing, of course, that he keeps 
within his appropriation. 


Building A Surplus 


It is likely that good management in operating de- 
partments will lead to surpluses which are credited to 
the divisions earning them. These make up a surplus 
fund of cash which can be loaned to executives needing 
additional funds or can be used to finance some expan- 
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sion program decided upon by the management. If 
$10,000 extra is granted to the production department 
to build up finished goods for Fall delivery, on orders 
already placed, it is considered as a bank loan and may 
be paid back on some such schedule as follows: 10% 
in September, 25% in October, 30% in November, and 
35% in December. By those dates finished merchan- 
dise will have been delivered and collected for, so that 
increased income will be coming to departments in the 
form of larger appropriations. The $10,000 comes 
back to the production department through its regular 
allotments during these Fall months and the “loan” 
is paid back to the surplus account. So long as these 
added appropriations are loaned to departments out of 
surplus built up by previous operation, they cannot 
possibly weaken the financial security of the business. 

If such additional funds are required before the 
business has built up a surplus from operations, or if 
they are larger than the surplus, they may be loaned 
out of cash capital or may be financed by borrowing 
from the bank. Money should be borrowed outside 
for these purposes only when the management is cer- 
tain that the loan can be paid back without strain and 
that the operation involves a minimum of risk. 


How Much Profit? 


Early in this discussion I mentioned the rate of 
profit and we set aside a tentative 10% of monthly 
income before the balance was budgeted for operations. 


INSURING BUSINESS PROFITS 57 


This 10% of cash income included taxes and while it is 
figurative it is sound for many businesses. I am more 
afraid of too large a rate of profit than too small. Not 
more than half of this profit should be paid out in divi- 
dends in any growing company with the balance 
plowed back into surplus to be used to develop and 
expand the enterprise. The United States Steel Cor- 
poration furnishes splendid evidence of the soundness 
of a conservative dividend policy in spite of large earn- 
ings during certain years. The element of time is more 
important than immediate profits and since a business 
has but ten years in which to establish itself as a truly 
successful enterprise, it must make as much progress 
as possible in this limited period. Surplus earnings 
should be used to make it grow. 

Necessary expansion of plants, machinery and 
manufacturing equipment should be paid for out of 
these surplus profits over and above a liberal return 
to the stockholders. If this policy is not followed, the 
expansion of plant must be financed by the sale of 
stocks and bonds through an increase in capitalization. 

I talked with an advertising man recently whose 
concern worked on a fixed advertising appropriation. 
His budget for the year was set at $150,000 and he 
was expected to accomplish certain definite results. 
He went ahead on this basis and at the end of the year 
turned back a surplus of $30,000 in unused appropria- 
tion. His management thought he had done an un- 
usually efficient job and the $30,000 was added to 
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profits. Personally, I believe that he was wrong, or 
rather that the policy under which he worked was 
wrong. He should have used this last $30,000 to fur- 
ther develop his markets and increase business. His 
concern would have been in much better position to- 
day if he had used this last $30,000 as effectively as 
he used the first $120,000. 


How About Losses? 


What if the business is losing ground? Suppose that 
the income each month is shrinking instead of growing. 
This means that the cash appropriations for each de- 
partment get smaller and smaller. The first result 
will be a scaling down of all operating costs. It may 
be necessary, in this case, to change the budget ap- 
propriations, increasing the percentages allowed for 
sales and advertising and reducing those for manufac- 
turing without violating the principle of keeping outgo 
less than income. This decline in income forces an 
immediate readjustment and effects economies before 
costs have been allowed to run up deficits. If the de- 
cline in income from operations continues in spite of 
everything the management can do, the business auto- 
matically liquidates itself. As the appropriations be- 
come smaller and smaller, the commitments dwindle, 
and since they are kept within cash already received, 
the bills are all paid. The business ceases to exist but 
it pays its own funeral costs as it goes out. It makes 
no difference what caused the difficulty. It may be 
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new and aggressive competition, it may be general con- 
ditions, it may be poor management — and it is poor 
management because sound management should meet 
all ordinary difficulties. The budget protects the cred- 
itors. The capital originally invested may have been 
entirely consumed during the process but the concern 
has gradually reduced expenses, has paid all its bills, 
and leaves no trail of unpaid claims behind it. The 
original investors in any business risk their money on 
the prospect of future profits. 

This plan of financial control will not only insure 
profits for many businesses not now making them, but 
it will also eliminate almost all losses now suffered 
because of the commercial failures which now place a 
heavy burden on legitimate business. Solvent liquida- 
tions will replace bankruptcies. The budget control 
system on a cash basis not only gives a definite warn- 
ing to the management, but it gives warning imme- 
diately, so that the difficulty may be considered and 
perhaps overcome before it has had a chance to 
threaten the very existence of the business. The man- 
agement possessing a successful record which cannot 
begin to operate on a “cash control” basis is no longer 
competent to manage a business. 


Essential Facts 


That the General Manager may follow progress and 
profits, it is vital that cash on hand and net worth be 
watched daily. Merchandise is cash, so it should be 
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watched as you would watch so much gold. The bank 
knows its exact condition at the close of every busi- 
ness day and there is no reason why the business man 
should not, especially when the necessary information 
can be supplied to him in a single report. 

This daily report, on his desk each morning, sup- 
plies the facts on assets, —including cash on hand, 
accounts receivable, inventory, investments, and build- 
ings, machinery and equipment, — showing changes in 
each item during the previous day. It also lists liabil- 
ities — accounts payable, notes payable, trade accept- 
ances —and notes increased or decreases in each. 
The difference between these two gives you net worth. 
The same sheet also shows new orders and orders filled, 
production and other items of interest to the manage- 
ment. It also shows important commitments made the 
previous day. 

It lists each department of the business with the 
amount of its appropriation for the current month. 
Against this allowance appears the amount of commit- 
ments already made and the balance still available. If 
the General Manager feels that any one department is 
getting too near the dead line on its appropriation, or 
wishes to question the wisdom of any large commit- 
ment, the matter can be checked up with the depart- 
ment head immediately. Otherwise the report needs 
no further attention, and the management is assured 
that every department is operating on a sound finan- 
cial basis. The facts on all vital activities are supplied 
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on this single sheet — and they are supplied daily so 
that you know current conditions. There are no post 
mortems. 

Through this plan of financial control the profits of 
a business are assured and the management has a com- 
plete picture of the business each morning in a matter 
of minutes. Progress can be followed easily and weak- 
nesses checked promptly. We have illustrated the plan 
for a manufacturing business but it can be adapted 
with minor changes to meet the needs of any venture 
from the smallest store to the largest banking institu- 
tion. It will insure profits for the gigantic enterprise 
with interests throughout the world; it can be adopted 
by the professional man to keep track of his finances 
and his progress. 

So long as expenditures incurred are kept below 
operating income, year in and year out, the venture 
must make a profit. 


THE MANAGER’S DAILY REPORT 


The idea responsible for the Manager’s Daily Report is 
founded on the obvious premise that management must base 
its judgments on facts and that the facts must therefore be 
supplied before any real management is possible. 

A résumé of business activity during the last ten years 
will show that less than five percent of all institutions en- 
gaged in business make a cash profit. A somewhat larger 
percentage than this make a “ paper profit” but there is 
no cash with which to pay this profit and it is therefore 
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really of questionable value. The trouble seems to be that 
the executives in charge of the business undertaking oper- 
ate in ignorance of the financial conditions current in the 
business. It is the practice of most corporations to balance 
their books at the end of the year and supply the manage- 
ment with what might properly be called a post mortem. 
Upon receipt of this historical document the management 
may either weep for sorrow or cry out for joy; but until 
the report is forthcoming and is balanced to a cent, the 
management is in complete ignorance as to the financial 
standing. 

It all reminds me of that old parlor game called “ Pinning 
the Tail on the Donkey.” You will remember that the 
picture of the tailless donkey is painted on a large sheet of 
paper and is pinned to the wall. Then the contestant is 
given the tail with a convenient pin attached so that it will 
stick where it is placed. Next the player with the tail in 
hand is blindfolded and spun around so as to confuse his 
sense of direction. Under these circumstances, and work- 
ing entirely in the dark, he attempts to pin the tail where it 
rightfully belongs. The fun seems to be supplied by the 
remarkable degree of error possible under these circum- 
stances. 

A manager trying to direct a business toward a profitable 
operation without a complete knowledge of current condi- 
tions within that business is also working blindfolded and 
in the dark. His chance of stumbling onto the right path 
is rather remote. The only question is how far off he will 
be when the spot light of the periodic report shows him 
where he should have been. 

Even though the quarterly, semi-annual, or annual state- 
ment of condition is worked out to the penny, it is relatively 
of little value because it reports history. It pictures a situa- 
tion which cannot now be changed. It reflects mistakes 
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which were being made months ago — and that may have 
been repeated for months — but it is too late to do any- 
thing now about it. 

To overcome these obvious handicaps — to provide man- 
agement with the facts on current conditions within the 
business — as a sound basis for judgment and management, 
a simple form of daily report is suggested. It shows the net 
worth of the business at all times. It flashes its red lantern 
the day that the business starts going in the wrong direction 
and the management has an opportunity to investigate and 
correct the situation before serious damage has been done. 
It provides a complete picture of the situation. It is easy 
to operate. 

The following is the form used in my own business. From 
it you will be able to lay out a report form for your own use 
which will give you — daily — the facts about your busi- 
ness. 


Budget Control 


The real underlying basis for budget control is the un- 
deniable fact that a sale is not a sale until the account has 
actually been paid, in cash; that a business cannot be built 
up and maintained on customers’ promises; that the profit 
is not earned until the account is paid. 

Let us first fully understand what a budget is. It is an 
estimate of future expenses. Its purpose is to balance future 
expenses with future income. It is prepared in more or 
less detail according to an adopted chart of accounts. It 
is usually based largely on past experience of expense and 
income. In this particular instance, it offers a means of 
keeping outgo below cash income and thereby insuring a 
cash profit. 

There are three general groups of expenditure: (1) Mer- 
chandise purchases; (2) Other controllable expenses; (3) 
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.PRESIDENT’S DAILY REPORT 


Date ee 


ASSETS 
BANK DEPOSITS (Old Balance)....-..---0-ssceeeeees seceereete pivas eteecas= 
Cash Receipts (all sources). :....~.-+2s2sssececceeeeeeess 3: 
Disbursements(Total)..:.-.-.seesseeceeseecseecceseerce ‘ pce bie Ete BRS 
Bank Deposits (New Balance) 3. ea 
STOCKS AND BONDS, (Old Bal.) ......--.:-seececcecseeeeee Ener slelalste aabatateteistoaley ote 8. 
Increase—Decrease .... 20. sccecceee cece ee teecseeeeseetes 
Stocks and Bonds (New)............. i 
ACCOUNTS RECEIVABLE (Old Bal.)>. ..c.c..cceceeeeeececeeeceeeeces eee 8 
Factory Shipments Invoiced........ &. 
Branch Office Shipments Invoiced.... | ite dees Be ons 
Cash Receipts (Customers).........- ( ee eee 
Credit Memos Issued........ Newesis (este ee es caae nina ae 
Total Accounts Receivable............. ene y 
CONSIGNMENT INVENTORY (Old Bal.)........2...- eoene esisceuivisemi sine eis pdewe®, 
40% of feos Mdse. Consigned.... sees 8. 
List Cost of Mdse. Del’d by B. O....... euseccawee 8, fe A enact 
Consignment Invt’y (New Bal.)......... 
FINISHED GOODS INVT’Y (Old Bal.).............ceseeeeeee aaatececesnasccess 3 
40% of | Cost of Fin. Goods Completed.........-...00 $. 
List Coat of Fin. Goods Shipped..........ss0e08 = Mena wasn, Duis 
‘Finished Goods (New Bal.):¢.......... 
RAW PARTS AND SUPPLIES INVT’Y (Old Bal.)......... Sawisaaaen seuRen ceeeai $. 
Cost of Goods Received............ AECOSGISOD eieuisionersiela $. 
Cost of Goods Issued......... Deawevesesiious euicnasaniele 
Raw Parts and Supplies (New Bal.)..... 
OTHER INVESTMENTS (Old Bal.) -........ © cece eee eee eeeeeeeeercneeceeneeees 3. 
Fncrense—Decrewse e.  sie'c «so cvs'els fuicvaia’a eaiicalviuls's wielsip'sinieie’e. 0 s(aisisia/kuibie vcwtelseerne 
. Other Investments (New)............. 
BUILDINGS, MACHINERY & EQUIP. (Old Bal.)......... aieahite ina siereisian ais 8 
Invoices Received New Equip........ccsceeeeececeeesecs $. 
Depreciation (One Day).........004. secgecacnecuelaceee 
Permanent (New Bal.)..........0-+s0008 
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LIABILITIES 
CCOUNTS PAYABLE (Old Bal.)...,.........0005 Be AGN ROTO MCPOCERISeE 8. 
Invoices Received 
Invoices Paid.........++++06 
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TOTAL LIABILITIES cere = 
NET ASSETS ¢ 


Notes Issued. .......+0+++0+ “Sobotonnoauneeea need asae, 
Notis-Paidis:;<.cacscsocssdcacsetindetesstesssiscadeades 
Notes Payable (New)..............005- 8. 
TOTAL ASSETS $. 
INFILLED ORDERS (Old Bal.)...-.......... adecee edasecccadetuceeee enseee wens, 
New Domestic Br. Off. & Canada...., [ i. Se 
New Foreign Orders 
Direct Orders (No Comm.) ..........- po i SE 
Total Goods Invoiced........-.0000-+ 


UNFILLED ORDERS NOW ON HAND $____________ 


ORDERS THIS MONTH LAST MONTH INCREASE 

TO DATE TO SAME DATE DECREASE 
New Domestic Br. Office and Canada. ..... 
New Foreign Orders.........-.- Fines cea 
Direct Orders—No Comm.........-.-+.+: 

TOTAL 
[SS =| ey 

SPECIAL 
Cash Recelipts s..sicceesccasesiccccesecncs 


Total Goods Invoiced List Fact. and B. O.. 


Machinery and Fixtures 


For Advertising and Sales................ 


Miscellaneous. .scssesssecsscescss<s sc 


TOTAL 


ELLULOID WASTE from All Departments except Cutter........... reastie Lbs. 
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Fixed expenses. It is with the two divisions of controllable 
expenses, including advertising, donations, salaries, window 
displays, sundries etc., as well as merchandise, that budget 
control deals directly. 

In order to work out a concrete example to illustrate the 
method of operating a budget control based on actual col- 
lections, let us assume that the collections for the month of 
July amounted to $10,000.00. We pre-determined, on the 
basis of previous experience, that it will require for the cur- 
rent calendar year a total of $7,200.00 for fixed expenses, 
and that we will spend for merchandise purchases $50,- 
000.00 for the year, and for other controllable expenses 
$10,000.00. Thus, of the total estimate of controllable 
expenses, merchandise takes 834% and “all other ” takes 
162%. 

We establish the figure of 10% as the profit which we are 
to take out of all cash collections before applying the bal- 
ance to expenses. Therefore, from the $10,000.00 collected 
during July, we must first deduct $1,000.00, leaving a net 
for budget appropriation of $9,000.00. Fixed expenses are 
first to be taken out; 7.e., an amount equal to 1/12 of the 
annual estimate or 1/12 of the $7,200.00, or $600.00 per 
month for fixed expenses. This leaves $8,400.00 to be 
appropriated during August to merchandise and other con- 
trollable expenses. 

On the basis of the above percentages of 834% and 
164% as between merchandise and “ all other ” controllable 
expenses, the amount of the $8,400.00 to be applied to “ all 
other” controllable expenses is $1,400.28. 

We have pre-determined what percentage of the “all 
other” controllable expense during the year shall go for 
magazine advertising and what percentage shall go for news- 
paper advertising, etc. Using these ratios, we split the item 
allowed for August for controllable expenses into several 
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amounts and enter them on their respective budget control 
record cards. As commitments are made during August, 
under these various sub-headings, entries are made on the 
respective budget control accounts and a running balance 
maintained. 

The first entry on the card is, of course, the amount ap- 
propriated and goes in the “ Balance Available” column. 
As the month progresses and charges are made and entered 
in the “ Apportion ” column and new balances determined, 
the visible portion of the card is signalled to indicate the 
percentage that has been expended of the amount appropri- 
ated for the month. 

In this way control is absolute. The executive of the 
business has in his budget control record an opportunity for 
thorough analysis of the expenditures of his business. He 
is able to determine just what accounts are becoming used 
up and reaching the danger point. He may have to “ bor- 
row ” from an account to take care of another account, but 
he can do so intelligently, quickly and under perfect control. 

The budget control record, of course, has its effect di- 
rectly in the accounting department but indirectly it affects 
the sales department and the collection department, as well 
as the several merchandise and operating departments. 

If by virtue of the budget control the operating depart- 
ments are being curtailed in their expenditures, they know 
that the cause is either a result of insufficient sales or of 
faulty “no profit ” sales or of overdue accounts, 7.e., bad 
collections, etc. 

The collection department knows that if its collections 
are allowed to lag behind a reasonable schedule this condi- 
tion will immediately show up through the budget control. 

Besides the direct result of the budget control record to 
insure a profitable business, there is an indirect influence 
tending to establish a fine degree of codperation between 
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the various departments of the business. It makes the de- 
partments, in fact, more inter-dependent than without the 
careful fiscal control through the budget system. 

The process of installing and operating a budget control 
in any business to insure cash profits is relatively simple: 
1. Take the cash collections on merchandise sales for the 
past month or quarter as a base. 2. Subtract the pre-de- 
termined percentage decided upon for credit. 3. Subtract 
the amount necessary to cover fixed expenses during the 
coming period. 4. Divide the balance among the various 
operating departments of the business according to per- 
centages based on past experience. 5. Notify each depart- 
ment manager of the exact amount of his budget for the 
coming period and make clear to him that this amount 
covers commitments and that he may not make commit- 
ments in excess of his total during the entire period. If 
an emergency should arise making it imperative to go be- 
yond this limit the matter is to be brought to the attention 
of the general manager. If the case warrants a “loan” it 
may be arranged, but no commitments are made in excess 
of the budget without the manager’s knowledge and consent. 
6. The department manager enters his allotment on a simple 
card form, records his commitments against it as they are 
made, and carries a running balance so that he knows 
exactly how much he has spent and how much he has left 
at any time. 7. A duplicate of all commitments is posted 
on a second card in the general manager’s office so that he 
has a replica of the department manager’s budget card at 
all times for reference. 

If this procedure is strictly adhered to, the business 
makes a cash profit, and sets it aside at the beginning of 
each new period. If the business fails to make headway on 
this plan, the difficulty is immediately apparent and may be 
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remedied before it is too late. If in spite of everything 
that the management can do the business still slips back- 
ward, it will automatically liquidate itself and pay its 
creditors as it goes out. Under no other record system 
could the same business have succeeded. 


CuHaptTer IV 
DEVELOPING HUMAN ASSETS 


Personnel Control 


\ X JHENEVER Andrew Carnegie was questioned 
as to the remarkable success of his business 
undertakings he invariably explained that his progress 
was due to the fact that he hired men who knew more 
than he did. From one point of view this explanation 
was modest for the Little Iron Master knew his busi- 
nesses thoroughly, and from another point of view it 
was not a modest explanation. In attributing his suc- 
cess to his ability to pick men, Andrew Carnegie laid 
claim to the greatest of business assets — the asset that 
undoubtedly accounted for his outstanding success. 
The ability to select the right man for a job stands high 
among the priceless gifts in the world of commerce. 
When business was barter and the individual enter- 
priser went about with his records in his head and his 
stock on his back, it was quite possible to get along 
without being able to measure other men, but even in 
those days the ability to judge character and capacity 
was a decided asset. To-day with a highly developed 
specialization and large operations a business man 
must choose men, and his success depends largely on 
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the soundness of his choice. If he makes an able 
selection his business is strengthened and his progress 
is accelerated; if he chooses unwisely the venture is 
handicapped. Every man that is hired in any business 
becomes a part of it; its personality is a composite 
personality, its action is the expression of many men. 
When you employ a man, he becomes a part of your 
business even as you are a part of it, so it is vital that 
you choose accurately. 

Unfortunately, hiring and firing is the only process 
by which human qualities and qualifications can be 
weighed and judged. The phrenologists and astrol- 
ogers of past years have studied birth dates and meas- 
ured bumps; the more modern scientist is busy devel- 
oping intelligence tests and carrying on experiments in 
behavioristic psychology. So far, they have discov- 
ered little that can be depended upon because there are 
always enough exceptions to destroy the rules. The 
ability to judge men is still being developed by the 
slow process of making many mistakes, of learning 
from them, and of finally acquiring a sort of sixth 
sense that intuitively sizes up an individual and places 
a rating upon him. 

I know one successful business man who has great 
faith in red-headed people, another who believes 
blindly in the ability of ministers’ sons, a third who 
holds that a girl cannot be both good looking and 
brainy, and others who are biased in favor of one or 
another of the nationalities. There may be some rea- 
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son in these yardsticks but it is probable that they 
should be classed under the general head of fads and 
fancies. At the risk of being placed in the same cate- 
gory, I am going to give you the only rule that has 
proved reliable in our own experience. 

It is well known that different sorts of temperament 
are fitted for different sorts of work, that one man’s 
meat may be another’s poison. It is also generally 
accepted that certain types of temperament may be 
associated with broad divisions of physical form. The 
slight individual is apt to evidence nervous energy and 
his heavier brother is more inclined to be of stolid 
disposition. Fat men are proverbially good natured 
and are not given to excessive physical exertion. But 
we are not hiring men for their physical qualifications; 
we are interested rather in their mental abilities. It 
has been our experience that these also may be cata- 
logued on very broad lines somewhat as follows: 


The Square Head: This general type is found most fre- 
quently among successful executives and managers. If you 
are looking for a man to manage other men, you will be 
safest in making a selection from this general class. I do 
not say that other types cannot succeed splendidly as man- 
agers; I simply suggest that the square-headed individual 
seems to be best fitted by temperament for this kind of 
work. 

The Round Head: The majority of successful salesmen 
are round headed. They seem to get on well with strangers, 


to make friends easily, and to be fitted naturally for sales 
work. 
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The Triangular Head: Here you have the engineering 
type, the dreamer, the creative mind. These fellows work 
well by themselves but do not take kindly to group effort. 
If your work requires creative ability and originality, you 
will be most likely to find your man in this classification. 

Aggressive, tenacious “ go-getters ” almost always possess 
convex profiles. 


These broad divisions may be helpful, but at best 
they are general rules, and in selecting men you will 
have to trust your own judgment and that of your 
business associates, until you have developed reliable 
rules of your own. 

Nor is this job of searching for the right man ever 
really finished. The most carefully chosen men some- 
times fail to handle a definite piece of work as it should 
be handled. Others who have been successful in cer- 
tain work go stale on it and should do something else, 
both for the good of the work and for the good of 
themselves. Then, too, there is the matter of relative 
worth. Just as the purchasing agent is always looking 
for better and better materials, the management must 
be searching for better and better men. In the hiring 
of any hundred workers, you are bound to get a few 
who are below average and if something is not done to 
remedy this situation, the business must suffer and 
be hampered by this group of the “ least efficients.” 
My solution is “ enforced turnover.” 

Much has been written about labor turnover as a 
handicap to business. In this I do not agree. Turn- 
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over is an advantage if it is the right sort. If turnover 
means that the most efficient people are leaving a busi- 
ness and that those who could not get a job anywhere 
else are staying behind, it is naturally an expensive 
process, and if continued will prove fatal. But, if 
turnover means that the people who are least fitted for 
the work are being replaced with others, the process is 
healthy and will tend to improve and strengthen the 
“‘ multiplied man ” we call the business. 

The best plan I know of for insuring this healthy 
turnover is both simple and fair, both to the business 
and its employes. Every department manager lists 
the people working in his department according to 
their ability and value. If he has ten people he lists 
them from one to ten with the most valuable man at 
the top and the least valuable at the bottom. As his 
workers develop, their positions may change but the 
list at any time reflects the current situation. At in- 
tervals the management of the business directs each 
department to let the last man on the list go. Others 
are hired to fill their places, and perhaps six months 
later, another enforced turnover again removes the last 
man. In the meantime, however, the new worker may 
have worked up to fourth place and the man who was 
number nine on the previous list is now number ten 
because he has failed to show any improvement. He is 
automatically removed to make room for a new man 
better fitted for that particular job. Turnover under 
these circumstances not only increases the efficiency of 
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the personnel, but in the long run tends to get the right 
man and the right job together. 


Building An Organization 


But hiring a given number of men does not build an 
organization any more than buying ten carloads of 
well selected bricks results in a good factory. 

The first job in building an organization is to analyze 
the work to be done so that you have a detailed and 
definite catalogue of specific requirements. This sounds 
very elementary and perhaps a little obvious but an 
experiment along this line will surprise you. Ask any 
business man to list the exact requirements of a given 
position in his business. Unless he has faced the prob- 
lem definitely, he will start bravely with one or two 
general statements and then fade off rather weakly 
realizing that he does not really know. Yet, a definite 
knowledge of exact qualifications will help to get the 
right job and the right man together. 

Having defined your requirements and having se- 
lected a man who promises to fill them, you face the 
matter of making a mutually satisfactory working ar- 
rangement with him. I say mutually satisfactory and 
I want to emphasize the fact that the satisfaction must 
be mutual. Some business men seem to look at the 
matter of hiring a man entirely from their own point 
of view. They proceed on the theory that he must be 
hired on as inexpensive a basis as is possible. A glow- 
ing future is painted and promises are offered in place 
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of money compensation. They think that this is 
thrifty and economical, while in all reality it is an 
exceedingly expensive indulgence. Unless the working 
arrangement is fair and profitable for the employe, he 
soon discovers that it isn’t and becomes dissatisfied. 
Then he either quits or continues on the payroll as a 
disgruntled worker, and in either case he is lost so far 
as the business is concerned. It is vital that the terms 
of the original employment be carried out to the letter 
and that the working basis give the worker a chance to 
grow and progress. Otherwise he becomes a liability 
and the business loses. 

The fairness and absolute honesty of this original 
working arrangement is important for another reason. 
To do good work, the employe must have confidence in 
his concern and its management, and this confidence is 
impossible if secret agreements and “inside deals ” 
are countenanced. Every man must feel that his work- 
ing arrangement is fair both to himself and to the firm 
and he must feel that every other man in the organiza- 
tion is on a similar basis. Otherwise there are suspi- 
cions, there are rumors, internal politics begin to de- 
velop and soon each individual is working for himself 
against the firm instead of working for the business as 
he should if it is to progress. I appreciate the fact 
that even when all arrangements are made on a careful 
and fair business basis some employe may become 
dissatisfied and feel that he is not getting a square deal. 
When this happens there is just one thing for the 
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management to do. That man must be satisfied that 
his grievance is unsound and must be sent back to his 
work with genuine enthusiasm or he must be fired at 
once. A disgruntled employe is more of a liability than 
an asset, no matter how valuable his work has been. 
He is the bad apple in the barrel. 


How Much Shall You Pay? 


The price that any man receives for his time and 
effort is determined broadly by the law of supply and 
demand. The clerk can be hired for $30 a week be- 
cause there are plenty of other clerks qualified to do 
the same work who will be glad of the job at that 
price. The $30,000 a year Sales Manager commands 
that price because his specialized ability will bring 
it in the open market. If you do not want to pay that 
much, he will work for someone else who does. In 
general, this matter of rate of pay can best be settled 
by connecting compensation directly with performance 
and basing remuneration on results. The average man 
is better satisfied on such a basis and does his best 
work when he feels that his progress and rate of 
income are largely in his own hands. 

In arriving at the proper basis for this compensation, 
an executive should earn at least twice as much for the 
concern as he receives in compensation. A man who 
is paid $6,000 a year should add. at least another 
$6,000 to the year’s profits. If this is explained clearly 
to every prospective member of the organization he 
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invariably accepts this principle as sound. In man- 
agerial positions there may be some question as to how 
much of the result is due directly to the ability of the 
man in charge. We settle this arbitrarily by agreeing 
that not more than 20% of the increase in results 
achieved by a department can be properly credited to 
the manager. It is agreed then that an executive must 
earn at least twice as much as he is paid, and on this 
basis it is not difficult to arrange compensation plans 
in production and sales departments. 

When it comes to work connected with maintenance 
and operation, the work necessary to keep the business 
running but not directly affecting its output and dis- 
tribution, it is more difficult to work out a salary plan 
based on results. Much of this difficulty will be over- 
come by the movement now under way to standardize 
jobs and compensation in this field. I believe that we 
will soon have standard requirements and an accepted 
scale of compensation for credit managers, purchasing 
agents, accountants, office managers, secretaries, and 
other employes skilled in certain necessary but so- 
called non-productive work. 

Salaries in these departments would then be set on 
the basis of volume or size of department and a proba- 
ble standard increase of a certain percentage each year 
would be accepted by business generally. Such a 
standardization would work to the immediate advan- 
tage of both employer and employe. It would assure 
the former that he was being fair and that he was pay- 
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ing the market rate and it would enable the employe 
to set a definite value on his services. 


Promotions and Increases 


A basis of compensation connected directly with per- 
formance will automatically take care of the matter of 
increases, but even in this case it is vital that the man- 
agement keep in touch with progress. In the other 
departments it is imperative that the management re- 
view the work of every employe at least twice a year 
and preferably once each quarter. I do not propose 
this so much as a matter of protection but as a step in 
carrying out the fair play principle so necessary in per- 
sonnel management. ‘The worker is better satisfied if 
he knows that he is being checked up and that the man- 
agement is watching his progress. When these surveys 
are made, necessary adjustments in compensation are 
attended to on the basis of performance. We never 
wait for a man to demand a raise. If he has earned 
it, he gets it without asking for it, and if he hasn’t he 
is entitled to the facts if he wants them but demands 
will do nothing to change the size of his pay envelope. 
In a successful and growing organization every em- 
ploye should be promoted at least once in every two 
years. If this is not possible on the basis of perform- 
ance, there is something wrong with the organization 
or with the employe. 

I have often heard it said that a man can never make 
any real money on a salaried job but I do not believe 
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it. Every really successful business man must carry 
other men with him; every millionaire makes many 
other men rich as they help his business to prosper. It 
is impossible for him to achieve any real success alone. 
This is an age of specialization. Not every man can 
be in business for himself. The great organizations of 
the country are always looking for men highly skilled 
in a given field, and the right man, finding the right or- 
ganization, can make all the money he will ever have 
any possible use for. Salaries in six figures are becom- 
ing more common while the demand for young men of 
executive calibre far exceeds the supply. 

Several captains of industry were discussing this 
very problem one rainy Saturday afternoon in the 
Union League Club in New York. One of them put 
the question, ‘‘ Why is there such a scarcity of young 
men for the big positions in business?”? Argument 
ensued that lasted for the balance of the afternoon. 
These leaders of business, men well known in the world 
of commerce and finance, finally agreed on the answer. 
They were unanimous on the fact that “The young 
man cannot keep his mouth shut! ” 

One of them told of a promising fellow who had been 
sent to Arizona recently by a great railroad to buy a 
certain piece of land in a small town there to be used 
for the erection of railroad shops. He left New York 
on this confidential mission and said nothing about it 
to anyone until he was within a few miles of his des- 
tination. It so happened that his train did not stop at 


DEVELOPING HUMAN ASSETS 81 


the small town in question and he had to ride through 
it and then take a local train back. As he passed 
through, however, he could not resist the temptation to 
talk and he mentioned the business of his trip to a 
fellow passenger he had been visiting with. He did not 
notice that a stranger across the aisle left the club car 
a few minutes later and he did not notice that the 
stranger jumped off the train when it slowed down for 
a grade crossing a mile or so further on, but when he 
came back on the local train and approached the owner 
of the land he was commissioned to buy, he found that 
it had been sold to this same stranger less than thirty 
minutes before he arrived. The railroad had to have 
that particular piece of land and it cost them $30,000 
more than they had expected to pay. The casual 
conversation in the club car proved to be rather expen- 
sive. It is safe to say that this particular young man 
learned to keep his mouth shut. 

Absolute frankness is advisable between the individ- 
uals directly connected with a business deal but talking 
about it to others is a high “‘ crime and misdemeanor ” 
that often has fatal consequence. For one thing such 
breaches of confidence start whisperings and rumors 
among those who are not at all concerned. These gos- 
sipings grow rapidly and soon the atmosphere is charged 
with the idea that “‘ Something is going to happen.” 
Everyone is upset and the organization suffers. The 
young man who would succeed in business must respect 
his confidences. In fact, I do not believe it is possible 
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for a man to succeed in a large way who talks “ con- 
fidential company affairs ” even to his wife. 


A Practical Suggestion Plan 


Successful personnel management, however, is much 
more than hiring the right man for the job and paying 
him fairly for his services to the business. By far the 
most interesting and incidentally the most profitable 
end of this job as employer has to do with the develop- 
ment of human beings. The real thrill comes in watch- 
ing a man of sound but undeveloped ability grow into 
an unusually able and competent citizen of our eco- 
nomic world. I am a great believer in latent ability. 
To my way of thinking every individual is potentially 
a great man. He has in him something more powerful 
than dynamite —a latent force that may be likened 
to a tremendous engine waiting for the spark that is 
to set it in motion. There is no greater tragedy than 
the fact that the majority of men live and die without 
ever releasing this power. They somehow never get 
the spark that sets it off and the world is poorer; for 
there is no way to measure the contribution they might 
have made. The real job of managing men has to do 
with helping them to get started, helping them to 
liberate and use a part of this force. 

In our own business we begin by explaining to every 
new worker that we are hiring their heads and that 
anything that their hands may be required to do is 
really incidental. It makes no difference what the job 
is or how simple or mechanical the work may be, we 
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hire heads and not hands. Then we encourage every 
worker to do some creative thinking by maintaining a 
compulsory Suggestion Plan. 

Every employe is required to make at least one sug- 
gestion each month for improving our product, per- 
fecting our service, or increasing our profits. Mind 
you, this is not a welfare scheme in the ordinary sense 
that involves boxes for complaints and an open invi- 
tation to bring grievances before the management. We 
take care of all this in another way. This plan requires 
definite suggestions on one of the three specified sub- 
jects: product, service, or profits. 

We do not use the common suggestion box with a 
slot in the top for contributions because we found that 
workers dislike to make their suggestions in this way. 
It seems that it is embarrassing to walk up and deposit 
a communication to the management with all the others 
looking on. To avoid this a suggestion blank with a 
numbered stub is enclosed in every pay envelope. With 
it goes an envelope addressed personally to the Gen- 
eral Manager. The idea or suggestion is written on 
this blank, but it is not signed, the writer retaining the 
numbered stub for identification. It is mailed in any 
convenient post box and is delivered by the postman. 
The committee that considers these suggestions knows 
them only by number and is able to decide on them 
without any possible personal bias. .So far as they 
know, a given suggestion or idea may have come from 
the office boy or from the Treasurer. 

All practical suggestions are accepted for present or 
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future action and the numbers appearing on them are 
posted on the bulletin board so that those who have 
made them may present their stubs and receive a check. 
The suggestion is also credited on the personnel rec- 
ords so that it may be reviewed at the quarterly sur- 
vey. Very naturally the number and soundness of 
suggestions made are large factors in determining 
salary increases and promotions. We also have a 
prize for the person making the largest number of 
practical suggestions during the year. As I write 
this, it looks as though one of the office boys would 
win it this time. 

The results of this plan are rather remarkable. Be- 
cause of it, every person in the organization takes an 
active and intelligent interest in the progress of the 
business. Through it we have become better ac- 
quainted with one another; it has revealed marked 
ability in places where we least expected it. A sugges- 
tion frequently shows that the writer has a turn of 
mind that is needed in another department. Machine 
operators have revealed ability that has justified their 
being transferred to the sales school; office people have 
found more absorbing work in the production depart- 
ment. An executive and his assistant spend their entire 
time in studying and applying these suggestions. 

The friendly rivalry of this plan that includes all 
workers, its bonuses, and the knowledge that every per- 
son has this opportunity to put his or her ideas before 
the management has encouraged initiative. It has in- 
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creased incomes and facilitated promotions; it has con- 
tributed greatly toward a better product, a more com- 
plete service, and steadier and more consistent profits. 
It is, without doubt, one of the most valuable plans we 
have ever discovered. 


Developing Executives 

When it comes to training and developing a man for 
an executive position, I am inclined to follow the old 
formula of teaching a fellow to swim by pushing him 
off the end of the dock. Nothing will speed a man’s 
growth like responsibility. If you have a young man 
who shows real promise, give him a job and make him 
responsible for it. If he has the right sort of stuff 
in him, he will welcome the opportunity and will either 
develop fast enough to handle it or will prove definitely 
that he cannot. If your system of control is complete, 
you can watch his progress and he has little chance to 
make blunders of a serious nature. I do not mean by 
this that you should stand over him ready to endorse 
or veto his ideas, for such a procedure will seriously 
stunt his own growth and you may be sure of better 
progress if you give him absolute responsibility and 
then watch results. So long as his average perform- 
ance is satisfactory let him alone. If he gets badly off 
the track and comes to you for help, set him back on, 
and start him going again. If he proves after a sound 
trial that he is not suited for that particular work, 
take him out and try him somewhere else. 
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It is sometimes hard for a manager to see one of his 
department heads following a policy that seems to be 
unsound and that promises to lead to loss, but the 
real test of managerial ability comes in letting him go 
ahead with it. The only time any man can give the 
best in him to a job is when he feels that it is his 
job and that he alone is responsible for results. Mis- 
takes will be made and they will cost money, but the 
losses will be more than offset by the increased ability 
and man power created in the process. There is no 
other way to develop men. 

I might suggest that the business man who is in the 
habit of monkeying with the operation of the depart- 
ments of his business, that are supposed to be run by 
his executives, take a day off and go to the ball game. 
When he gets there I’d suggest that he watch the 
pitcher work and note that the manager of the team 
does not stand in the box with him and tell him what 
kind of a ball to throw. For one thing the rules do not 
allow it, but there is a much better reason than that. 
They may have had a conference before the game and 
decided upon the policy to be followed but when the 
game begins the pitcher goes into the box and he has to 
pitch his own game as long as he stays there. If he 
gets into a hole he may receive a signal from the 
manager or he may be taken out and another man sent 
in, but so long as things are going well, he pitches his 
own game. When the final inning is over and the fans 
are filing out, let this business man reflect on the 
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procedure and ask himself how many great pitchers 
would be developed if the manager stood in the box and 
dictated strikes and balls. A game may be lost now 
and then by a pitcher’s mistake, but he cannot learn to 
win games in any other way. 


Maintaining Enthusiasm 


This delegation of authority and responsibility gen- 
erates enthusiasm. Give a man the chance to show 
what he can really do and he goes to work with a will. 
This joyous energy we call enthusiasm is the lubricant 
in any successful organization. It makes it possible to 
turn vast wheels with little effort, it moves great loads 
with ease, it enables one to work long and steadily 
without wear. Work accomplished under the spon- 
taneous power of enthusiasm costs very little in real 
energy. Work that requires the most will-power al- 
ways causes the most fatigue. If you want a demon- 
stration of this natural law watch a business man at 
his game of golf. He will walk ten miles on a swel- 
tering afternoon, he will trudge up hill and down, he 
will wait cheerfully and patiently for a quarter of an 
hour at a stretch and he will come back to the club 
house as fresh and energetic as he was when he started 
out. If you ask him, he will tell you that he does not 
feel tired and that he is ready for another round if 
anyone wants to play. This statement is largely true 
because the energy used in carrying him over the 
course has been generated by enthusiasm and the after- 
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noon has cost very little in effort. It has created al- 
most no real fatigue. 

Now take this same business man and start him off 
on a ten mile walk over rough country. Require him 
to stop at frequent intervals and wait before he goes 
on. Make him go the last mile of it in the hot sun and 
he will finish the task thoroughly exhausted. He has 
driven himself to make the same exertion and he is not 
only complaining that he has been abused but he is 
physically worn out. Play is nothing but hard work 
carried on with the energy supplied by enthusiasm. 

Not only does enthusiasm save fuel, but it does an- 
other thing that is even more important. It comes 
nearer than anything else to liberating the latent power 
I have mentioned. Under the white heat of enthusiasm 
the creative mind is stirred into action. Thinking is 
speeded up and the faculties are all brought into focus 
on the business in hand. I believe that it is safe to say 
that no great work has ever been done without the 
driving power of enthusiasm. It stirs the dull mind 
to flashes of brilliance, it enables the brilliant mind to 
reach new heights. Progressing under the measured 
horse-power of conscious effort a man can travel as 
far as his will-power can drive his physical equipment. 
Under the white heat of inspiration there is no limit to 
what he may accomplish. 

Further, this tremendous power in business can be 
multiplied because it is contagious. If a man keeps his 
enthusiasm to himself it may serve him alone, but if 
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he will express it he helps others to catch and use a 
part of it. It is the difference between the uncut and 
the cut diamond — one a hard and unattractive peb- 
ble, the other a glittering gem. Expressed enthusiasm 
in a business organization is catching. Those exposed 
to it get a part of it whether they will or not and very 
soon the laws of geometric progression are at work. 
Wars are fought on the power of contagious enthusi- 
asm, political campaigns gather their force from its 
multiplied expression and in the business world it ac- 
counts for the old adage that “ Nothing succeeds like 
success! ” 

The disgruntled worker throws sand into the bear- 
ings. His grievances and suspicions upset the confi- 
dence of his fellow workers and neutralize their en- 
thusiasm. He cannot do any worthwhile work himself 
because he is not enthusiastic and must force himself 
to the job as a task requiring great effort. He makes 
it impossible for others to enjoy their work as they 
should. He costs the organization not the efforts of 
one man but the potential efforts of many men. He is 
a liability and must be eliminated at once. 


What Men Work For 


It is obvious that happiness and efficiency are syn- 
onymous. How then can we insure the worker’s happi- 
ness? 

Emerson has written the recipe for contentment as 
“congenial occupation with a sense of progress.” 
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Here you have a definite justification for all sound 
welfare plans because they help to make work con- 
genial. The sense of progress is supplied by a sound 
working arrangement that connects promotion with 
performance and pays fairly for results produced. 

Men work for money and for glory. The glory 
makes the occupation congenial and adds as definitely 
to the sense of progress as do increases in income. 
The old school of business held to the belief that it 
was dangerous to compliment a man on a good piece 
of work or to promote him to a position of larger credit 
because either of these was likely to lead to a demand 
for more money. This belief has cost a great deal. 
If the working basis is sound to start with, there is no 
room for dispute as to compensation; if performance is 
evident the pay follows as a matter of course; if it is 
not, there is no need for discussion. 

Pay fairly well in money and acknowledge credit 
where it is due. Expressed appreciation does not in- 
crease the expense account but it is very apt to result 
in an increase in profits. Insure for your associates 
congenial working conditions, harmony and a chance 
to progress, and above all cultivate ENTHUSIASM. 
Undiluted, outspoken enthusiasm more than doubles 
the potential power of the individual or the organiza- 
tion in the achievement of big things. 
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PERSONNEL OR EMPLOYMENT CONTROL 


If the human side of any business undertaking is to be 
managed effectively, the executive in charge must have cer- 
tain facts regarding men and payrolls. In a small business 
these may be supplied by his personal knowledge of condi- 
tions and first hand experience with employes, but in any 
growing business these facts should be provided to the 
management by the record system. 

Without attempting to go into details, I am outlining the 
basic classifications of information needed for effective man- 
agement. The individual record should be worked out to fit 
your business but whatever record system is used should 
supply data on these important points: 

1. Personnel Budget, Here you have the facts on your 
total payroll and the appropriation available to meet it. 
If you are operating on a budget plan this record, an ele- 
ment of the general budget, will appear on the budget card 
supplied each month to the departments. 

2. Positions Available. This information may not be 
necessary in every business but it becomes exceedingly im- 
portant in large enterprises. A record of this information 
is helpful in considering applicants and in planning of the 
management. With a list of positions available it is often 
possible to fill many of them by transferring men within 
the business itself, or by borrowing help from one depart- 
ment to tide another over an emergency. 

3. Application and Employment History. This basic 
record for personnel control provides complete facts on the 
individual. The part of it comprising personal history and 
past experience is ordinarily filled out by the applicant for 
a position. It then stands as an applicant record. When 
the man is employed, this same form becomes an employ- 
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ment record by the addition of the facts and terms of the 
original employment. 

4. Wage and Payroll Record. Since the personal his- 
tory record is of permanent form and should be preserved 
indefinitely, it is convenient to keep the actual record of 
employment together with rate of pay and actual payments 
made on a separate card which can easily be replaced when 
it has been filled up. Any irregularity or absence is or- 
dinarily noted on this same form with the possible addition 
of a report system by the department head. This, with the 
personal history record provides complete facts on any em- 
ploye both as to previous experience and qualifications, 
and performance during connection with the concern. 

5. Hour Cost of Operation. In any large business the 
management should also be provided with a record showing 
the relationship between operation of the business and pay- 
roll. This can usually be expressed most clearly in “ hour 
cost of operation.” This figure, arrived at by dividing the 
total monthly payroll by the active hours during the period 
shows the payroll cost of operating the business for a sixty 
minute period. By comparing this hour cost with the out- 
put, the management can tell instantly whether the relative 
labor cost is increasing or decreasing, whether the business 
is becoming more efficient or less efficient. 

If your record system provides you with these funda- 
mental facts on your personnel, you have the foundation for 
intelligent management. If it does not, you are guessing 
and gambling. 


CHAPTER V 
PLANNED PURCHASING 


Stock Control 


NE habit is costing American business over $100,- 
O 000,000 a year. It is the habit of carrying 
excessive inventories. A great fire dramatically em- 
phasizes a startling loss. So we insure against it, yet 
to the average business excessive inventories cost more 
than fires. Interest charges on investment and the 
depreciation on goods and materials over and above 
actual requirements eat into profits during twenty-four 
hours of every day. If the bill were presented in con- 
crete form, it would prove staggering. 

The practice of buying more than we actually need 
is an old one. It is handed down to us from preceding 
business generations and is based on the theory that 
the purchasing agent is a shrewd guesser who can make 
a speculative profit to be added to our regular manu- 
facturing profit. If this is his real job, his proper title 
should be ‘‘ Chief Guesser ” or “ Director of Specula- 
tive Ventures.” 

But is the purchasing agent a speculator and should 
he be expected to gamble with the firm’s money in an 
attempt to show a profit on inventories? No, he 
should not! 

93 
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If any man can anticipate price changes accurately 
and consistently, there is no real reason for his work- 
ing as a purchasing agent, he can make all the money 
he has any need for in buying and selling them for 
himself. Even if he is right most of the time, the very 
fact that he has anticipated a turn and has taken ad- 
vantage of it works directly against his being able to 
come out a definite winner. We have the same psycho- 
logical handicap here that is evident in every attempt 
to beat the stock market on day to day trading. A 
correct guess and an easy profit give the operator more 
confidence in his ability to outwit the market. A sec- 
ond win convinces him that he has discovered a great 
secret. He takes heart and plunges for a third time. 
If he wins again, it is safe to say that his usefulness is 
ruined so far as the economic world is concerned. As 
his confidence mounts, he increases the stakes and 
takes longer and longer chances. Sooner or later he 
makes a mistake and the profits of half a dozen right 
guesses are wiped out. 

We do not have to go back many years to see the 
disastrous effects of this speculative inventory program 
in general business. The rising prices of the post-war 
boom showed consistent inventory profits and encour- 
aged buying ahead both for protection and for prom- 
ised profit. The purchasing agent tried it and found 
that it worked. As the boom developed he built up 
larger and larger inventories, paper profits climbed 
daily and in many businesses the purchasing agent was 
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apparently making more money for the concern than 
all the rest of the organization put together. Then the 
bubble burst and commodity prices tobogganed! 
Paper profits and expected profit became very real 
losses and the business faced the task of paying huge 
bank loans. Paying for dead horses is not pleasant 
even if you are financially able to do it. In the tire 
industry, for instance, the increase in rubber prices 
during 1919 and the active demand for more and more 
tires encouraged the manufacturers to build up vast 
inventories of rubber. Then the crash came and al- 
most overnight the businesses that had been making 
and counting profits in millions faced staggering losses. 
They owed tremendous amounts for rubber bought at 
high prices. The largest tire producer in the world 
was taken over by the banks and almost every tire 
maker was embarrassed. It has taken them from three 
to four years to work their way out of the hole that 
gambling in inventories led them into. The purchasing 
agent should not be considered as a speculator. 


The Odds Are Against The Gambler 


If the chances were more nearly even, there might 
be more justification for this attempt to make a specu- 
lative profit in addition to a manufacturing profit, but 
it happens that the possible advantages of such a 
program are outweighed by practical disadvantages. 
Profits on inventories come in a rising market when 
demand is active and business is good anyway. The 
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additional speculative gain may be very welcome at 
this time but it is hardly necessary to the life of the 
business. In such times, manufacturing profits are 
good. The losses, on the other hand, must be taken in 
a falling market when depression is upon us and when 
the business can ill afford to take a loss. Added to 
other difficulties in such a period, heavy inventory 
losses are likely to prove fatal. 

If you speculate on your inventories by buying more 
materials than are needed in the hope of making an 
additional profit, you assume a definite risk. If you 
win, you have risked the firm’s money and have gained 
a few dollars; if you lose, you have risked the firm’s 
money — you have lost dollars—and it is possible 
that it has cost the business its life. In any event the 
cost of guessing wrong more than outweighs the ad- 
vantage of guessing right. The purchasing agent 
should not be considered as a speculator. 


The Broad Trend of Prices 


The tendency to gamble on inventories grew up dur- 
ing the first twenty years of this century while prices 
were rising steadily. The business man who kept 
goods in his warehouses and on his shelves made a 
profit on them by keeping them. If fundamental con- 
ditions promised a continuation of this rising trend, 
there might be some excuse for keeping surplus funds 
tied up in commodities, but they do not; in fact a sur- 
vey of economic history indicates exactly the reverse. 
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The study of commodity prices as far back as 
records are available shows a recurring cycle which is 
repeated every fifty to sixty years. The last one 
covers the period from 1865 to 1920. F ollowing 
the peak prices at the close of the Civil War, a de- 
cline set in that brought them to a low point in 
1896-97, a decline of about thirty years. Then 
they turned upward and climbed to another and simi- 
lar peak in 1920 —a rise that lasted for a little over 
twenty years. During the last five years we have seen 
another marked recession from the high level of the 
post-war boom, and if history repeats itself we must 
logically expect a gradually declining price tendency 
until about 1950! The period will be marked of course 
by intermediate, fluctuations but the broad trend should 
continue to be downward. Instead of increasing in 
value as they did between 1900 and 1920, stocks of 
goods and materials may now be expected to shrink in 
value, and over a period of years the man who carries 
a stock of merchandise must expect to lose rather than 
win on price changes. 

Still a third factor places an added handicap on the 
purchasing agent who is inclined to speculate. Invest- 
ment in inventory must carry a capital charge just as 
any money used in the business must. [If it is possible 
to plan purchases carefully so that a steady and ade- 
quate supply of materials may be provided on an in- 
ventory of $50,000, a stock of materials representing 
the investment of $150,000 must carry the added bur- 
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den of interest on $100,000. At 6% this extra cost 
runs to $6,000 a year which must be charged against 
the purchasing department. 

Again there is the burden of storage space, deprecia- 
tion, and changes in requirements. Goods purchased 
for future use must be stored and they must be insured. 
In many classes of merchandise a percentage must be 
allowed for depreciation and spoilage. The fact that 
the production department is using a certain grade and 
type of material at present does not necessarily mean 
that it will be using that same grade six months from 
now. During the last few years science has done 
wonderful things in discovering new materials and new 
methods of treatment. We have seen the standard 
finish for automobiles and furniture change during the 
last year from paint and varnish to lacquer. ‘The 
motor manufacturer with excessive supplies of paint 
on hand has been forced to dispose of them and use a 
new material. New and improved grades of steel are 
taking the place of old, aluminum is replacing tin foil, 
and almost daily the new and superior product is 
crowding out the old and inferior. Go through the 
store rooms of almost any business and you will find a 
supply of some material that was bought but was never 
used. If the purchase was excessive, the loss is just so 
much greater. (An estimate cost of 10% a year for 
interest, depreciation, spoilage and obsolescence is ultra 
conservative. ) 

The purchasing agent is not a speculater and should 
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not be allowed to attempt to make speculative profits. 
It is his business to study the needs of the production 
department and plan to supply them continuously 
without surplus or excess stock. He should be judged 
by his management on his ability to run his depart- 
ment with the smallest possible investment in inven- 
tory. 


Hand-to-Mouth Buying Here To Stay 


It is the appreciation of these facts that has led to 
the wave of hand-to-mouth buying evidenced these 
last two years. The more progressive businesses have 
come to see that it is foolish to buy more than they 
need and that it is more profitable to reorder fre- 
quently than it is to buy ahead. And this new fashion 
in buying is more than a fad; it has come to stay. 

In the old days of uncertain producing capacity and 
even more uncertain transportation, a large stock was 
necessary to insure having materials on hand when 
needed by the production department. To-day our 
producing capacity in almost all lines of manufacturing 
exceeds our domestic demand; we can not only make 
all we need but can make about 50% more than we 
need. It is seldom under these circumstances that an 
actual shortage develops so that the man who wants to 
buy cannot get what he needs. The railroads, mean- 
time, have added to their equipment. and improved 
their services so that freight deliveries can not only be 
calculated accurately but can be depended upon. It is 
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no longer a matter of weeks and possibly months in a 
transcontinental shipment but is a matter of days. 
The motor truck has done its part to speed short haul 
shipments. Under these circumstances the purchasing 
agent knows that he can buy what he wants and that 
he can get it from his source to his plant quickly. Why 
should he assume the extra burden of buying far 
ahead? 

I appreciate the fact that certain manufacturers pro- 
test loudly against the new era. They say that their 
salesmen who used to sell a year’s supply on a single 
visit cannot book orders for more than two months’ 
needs and therefore do not do enough business to pay 
for their trip. Perhaps this is true. They will have 
to judge results by the year and not on single orders. 
They also complain that small orders give them no 
volume on which to plan their own production. The 
fact remains that the new era of smaller and more fre- 
quent orders is here and it promises to be the regular 
program during the next twenty years. The manu- 
facturer who is used to doing business the old way 
may not like it, but he will have to change his methods 
or see his trade go to some more progressive concern 
willing to sell and deliver goods as the customer wants 
them. 


Maximum and Minimum Requirements 


In order to take advantage of the constant supply 
and improved transportation now available it is neces- 


PLANNED PURCHASING Ior 


sary to make a careful study of all materials and sup- 
plies needed and to set a maximum and minimum 
stock for each. The minimum supply represents the 
amount needed to protect continuous production until 
additional materials can be ordered and delivered. To 
arrive at this figure intelligently, it is necessary to list 
all convenient sources and to calculate the delivery 
time required by each of them. You may be buying 
from a manufacturer at some distance and your regu- 
lar shipments may need a margin of twenty days for 
delivery. A survey of sources, however, may reveal 
a possible supply that could be delivered in five days. 
This does not mean that you should desert your old 
connection and begin buying from the nearest source, 
but it does mean that you could get material in five 
days if you needed it, and that fact is important in 
arriving at the minimum stock needed for protection. 

Your maximum supply will probably be determined 
by trade practices. If you are buying paper, for in- 
stance, and need less than a ream of certain grades for 
protection, it is probable that you should buy in ream 
lots because less than that quantity comes at a higher 
price. Broken cases in many lines carry a penalty of 
10%, 15%, on 25% above the case lot price. Car- 
loads often afford a worthwhile discount, but in every 
case the possible saving on a bulk purchase must be 
carefully weighed against the disadvantage of buying 
more than you need for immediate requirements. Set 
your maximum stock to take advantage of a quantity 
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discount if it is generous and if it does not force you 
to buy very much more than you would ordinarily 
order. 

These maximum and minimum requirements should 
be gone over frequently and should be corrected to al- 
low for the constant changes in the needs of the pro- 
duction department. An old and popular product may 
be losing ground and a new one may be gaining in 
favor. If you continue to stock the materials for the 
old favorite on the basis of last season’s needs, you are 
providing an unnecessary and excessive inventory and 
face the possibility of loss. If you do not watch the 
demand for new products carefully and increase sup- 
plies as sales mount, you may easily find yourself with- 
out stock in the quantities required by the production 
department. 


Two Sources of Supply 


Since the real job of the purchasing department con- 
sists of keeping the production department supplied 
with a constant flow of needed material —and to in- 
sure that flow with as small an investment in inventory 
as possible— the purchasing agent must guard care- 
fully against a shortage of any one item that may tie 
up the entire output. 

I have in mind the experience of a Detroit manu- 
facturer during the war. The completed machine he 
was manufacturing required a small handle that had 
been purchased for several years from a concern in 
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Connecticut. Through some error in the stock depart- 
ment, the supply of these handles not only fell below 
the minimum set for protection but actually ran out. 
Production stopped. The machines were being com- 
pleted but they could not be shipped without handles. 
Frantic wires to the Connecticut source brought the 
reply that the manufacturer had just taken over a 
large government contract and regretted that he could 
not furnish any more handles. They were made from 
special dies and no one else could deliver them on short 
notice. The entire output of this Detroit manufacturer 
was tied up for a matter of weeks while new dies were 
being made and another plant was building the ma- 
chinery necessary to turn them out. This loss in pro- 
duction doubtless exceeded the total cost of all the 
handles this manufacturer will ever use! 

As protection against such emergencies, it is sound 
business to split all orders for essential materials and 
to buy regularly from at least two sources. Then if a 
strike or an accident should cut off one of these 
sources, the other stands ready to supply your needs. 
It also enables you to compare quality of materials, 
types of service, and to check prices. 

A business man had need for additional funds on a 
temporary loan and followed this principle in borrow- 
ing. For years the “B” Bank of New York had 
handled such commercial paper for him, and it was 
natural that he should go to this bank for the accom- 
modation. It happened, however, that another New 
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York bank—the “C” Bank —had been actively 
soliciting his business, so instead of placing a single 
loan of $100,000, he placed two loans of $50,000 each. 
The arrangements were made by letter as was his 
practice and it so happened that the memoranda con- 
firming these accommodations came in the same mail. 
The “ B ” Bank had credited his account with $50,000 
and noted interest at the rate of 44%. The other 
bank also credited his account with $50,000 but the 
interest was charged at 5%! The second loan was 
promptly cancelled. In justice to the “C” bank, it 
should be added that investigation showed that this 
higher interest charge was made through an error and 
was not intentional. At the same time the direct com- 
parison called this business man’s attention to the 
discrepancy and saved several hundred dollars in in- 
terest that might otherwise have been allowed to run 
on the assumption that 5% was the going rate in New 
York at the time this particular loan was placed. Not 
in the field of ordinary purchases to be sure, but the 
incident clearly emphasizes the soundness of placing 
orders with more than one source of supply. 


Judge Service By Quotations 


We. have also discovered another very interesting 
thing in connection with quotations on materials and 
supplies. On all purchases of $100 or more, at least 
three estimates are required in writing before the or- 
ders are placed. This is done to get an average of the 
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market — although we do not always buy from the 
lowest bidders — and to check against possible errors. 
An order placed on a single estimate is subject to two 
weaknesses. A mistake may have been made in the 
quotation so that the seller will lose money on the 
transaction. This is poor business for it is unsound to 
take advantage of another man’s mistakes and it is 
poor policy to force someone to deliver goods to you 
at a loss. If the mistake is on the other side of the 
book and the estimate is higher than it should be under 
present market conditions, you are paying more than 
you should and that is equally poor business. 

Assume that our stock records tell us that we need 
3,000 of a certain type of tumbler lock. The specifica- 
tions go out to three manufacturers and we wait for 
their quotations. The first quotations arrive by return 
mail, the second in five days and the third in nine days. 
These quotations advise us of the prices at which these 
various manufacturers will supply 3,000 locks built 
to our specifications — but they tell us more than that. 
The service you receive on quotations is indicative of 
the service you may expect on deliveries. The manu- 
facturer who submitted his quotation promptly may be 
depended upon for prompt deliveries if he gets the 
order. The concern which requires two weeks to make 
a quotation will, in nine cases out of ten, be equally 
tardy on deliveries. 

In the handling of quotations and the placing of 
orders, the Purchasing Agent should understand the 
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law as it pertains to contracts. Otherwise he may get 
into difficulties annoying if not serious. An offer by 
wire or letter, for instance, to sell a definite quantity of 
goods at a definite price becomes a contract binding on 
both parties at the moment the buyer’s acceptance has 
dropped into the mailbox, providing that this is done 
prior to the arrival at his office of a notice of with- 
drawal. All telegrams and correspondence cancelling 
the offer or changing the terms are of no avail even if 
they have been dispatched by the seller prior to the 
arrival of the buyer’s acceptance. 

A manufacturer needed a carload of a certain ma- 
terial and wired three sources of supply for quotations 
on immediate delivery. Two of them replied that they 
could not make delivery to meet his needs while the 
third quoted a price and specified immediate shipment. 
Within twenty-four hours the buyer mailed an accept- 
ance of the offer. Before its delivery the seller posted 
a letter announcing an increase of 25% in price. When 
the order arrived he refused to make shipment. Mean- 
time the goods were sold to another purchaser at 
the advanced price. The Purchasing Agent, having 
counted on this delivery, faced a serious situation and 
finally took the matter to his General Manager. For- 
tunately this man knew something about the law of 
contracts. Having satisfied himself of the dates and 
time of posting a delivery on the quotation, the order, 
the price change and the refusal to ship, he wired the 
seller outlining the facts briefly and suggesting that 
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they consult their lawyer. The order was filled 
promptly in accordance with the original quotation and 
interruption of the buyer’s production was avoided. 

In this particular case the law worked in favor of the 
buyer but it might as easily have been the other way 
around if the facts had been slightly different. A 
working knowledge of the law as it applied to contracts 
will help the Purchasing Agent to avoid misunder- 
standings and difficulties. 


Keep In Touch With Sources 


Under these new conditions of ample supply and 
speedy transportation, the buyer’s biggest job is keep- 
ing in touch with all possible sources. He should know, 
and should know something about, all possible sources 
for important materials, but he should also visit them. 
Personal contact not only makes for a better under- 
standing and more cordial relationship, it also offers 
a distinct opportunity to the intelligent buyer. 

It happens that we use large quantities of a trans- 
parent material similar to celluloid in making the 
pockets in certain types of our filing equipment. 
There is no great demand for this particular material 
and the sources are few. Our laboratory study of it 
showed two weaknesses which should be corrected if 
possible. First, it had a shiny finish that reflected a 
glare to the eyes. A dull finish would have been better, 
but this particular material was not made with a dull 
finish. Then too, the size in which it was supplied did 
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not cut economically for our use and there was much 
waste. Our buyer visited the source. As a result, we 
have a better material. He found the maker going to 
great pains to produce this shiny polished finish. The 
process of polishing has simply been omitted and we 
have the dull finish that we want. He also discovered 
that the sheets are made slightly larger than the size 
supplied to us and that the last process consisted of 
trimming them to get perfectly square edges. We now 
receive these sheets untrimmed and the extra margin 
enables us to cut them differently so as to avoid practi- 
cally all waste. We have a better material, we 
cut more units to the sheet, and it costs the manu- 
facturer less to supply the new product than it did 
the old. 

In this particular case we knew definitely what we 
wanted, but unsuspected improvements and advantages 
may frequently be gained by simply watching the 
manufacture of the materials you require. Send your 
Purchasing Agent out to visit your chief sources of 
supply. The experience will be stimulating and per- 
haps highly profitable. 

He is not a speculator, but it is his job to keep a 
steady flow of the right materials to your production 
department — and to do it on a minimum investment 
in inventory. The more he knows about your needs, 
the possible sources of supply, and the process of mak- 
ing these goods, the more valuable he will be to your 
organization. 
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STOCK CONTROL 


If inventories are to be kept at a minimum and produc- 
tion is to be protected against possible interruption, certain 
facts regarding stocks and purchases must be available at 
all times. 

The system necessary and the amount of detail required 
will depend upon the individual business, but all purchase 
and stock record systems should provide the management 
with information which can be classified broadly under 
these four heads: 

1. The Purchase Budget. Here is shown the amount 
allotted by the management for purchases with deductions 
for commitments made and the net balance available. If 
this information is not kept clearly before the purchasing 
agent, he may make commitments in any one month that 
will temporarily embarrass the treasury. 

Insure your cash profits by keeping commitments below 
cash income. 

2. Quotation Record. This classification covers estimates 
requested and prices quoted. It should show the commodity 
or material, specifications, names and addresses of vendors 
and, perhaps, maximum and minimum requirements. When 
quotations are requested, the date of request and name or 
number of vendor is entered. When quotations are received 
the date and price are entered. 

This record not only enables the management to keep 
track of quotations on needed materials but also stands as 
a permanent notation of quotations for quick reference. 
The dates of request and receipt of quotation also furnish 
a basis for estimating the service to be expected from each 


vendor. 
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3. Purchase Record. This classification covers data on 
orders placed. The form includes information on article, 
specifications, vendors, date, quantity and terms of order, 
date of shipment and receipt. It may also show monthly 
consumption and maximum and minimum inventory. 

Here you have all data on orders for materials and com- 
modities for immediate reference. The information is use- 
ful in following the order until it has been delivered and 
the record then becomes valuable for reference in connection 
with subsequent orders. 

4. Stock Records. This classification covers informa- 
tion on materials in supply room or warehouse. It shows 
receipts and disbursements with balance on hand and con- 
stitutes a perpetual inventory of materials and commodities. 
Maximum and minimum requirements are indicated so that 
the current supply can be compared with these limits at all 
times. 

This stock record checking constantly against minimum 
requirements protects the production department against 
possible shortage of some needed material. The various 
materials and commodities are brought to the attention of 
the purchasing agent as they reach their minimum limits. 

If your record system provides the facts on these four 
phases of purchasing and stocking materials, you have the 
basis for effective and efficient management. Without this 
data you cannot control the situation. 
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CuapTer VI 
REDUCING THE COST TO MAKE 


Production Control 


ILL the concern with which you are connected 
be in business ten years from to-day? 
Do not be too quick to answer in the affirmative; for 
a revolution is starting in American business that 
promises to change the complexion of our whole com- 
mercial world. During the years between 1890 and 
1900 we experienced our first era of consolidation. 
Business had been expanding rapidly while the West 
was being settled and we found ourselves with thou- 
sands of small local businesses each serving its little 
market. This host of little businesses were not in 
position to avail themselves of the newly discovered 
advantages of large scale machine production and they 
were not equipped to serve a large market. Economic 
law stepped in and under the rule of the survival of 
the fittest we saw an era of mergers and consolidations 
in which many small units were grouped together into 
larger businesses which not only effected economies in 
operation but were big enough to meet the needs of the 
expanded market. Our transcontinental railroad sys- 
tems, the steel corporations and many of our large 
banks are the result of this era. 
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We are now facing another such period but on an 
even larger scale. The United States is emerging as 
the leader in world trade and finance. Our new market 
encircles the globe. We must reorganize our commer- 
cial structure to meet the demands of this larger field 
and the immutable law of the survival of the fittest 
demands the economies possible only through tremen- 
dous mass production. The immediate economic situa- 
tion strongly favors another era of merger and con- 
solidation. 

Consider the present position of the American busi- 
ness man. 

The prices of things rose sharply during the war 
and post-war inflationary period. The materials that 
could be bought in 1913 for $1.00 cost $2.50 in 1920. 
Then deflation set in and prices came down with rather 
disastrous rapidity. The things that could be bought 
for $1.00 in 1913 now cost about $1.50. Wages also 
increased during the war and post-war period; they 
went to over double previous levels so that the labor 
that could be bought for $1.00 in 1913 cost $2.20 in 
1920. But labor has not been deflated — the same 
labor costs $2.20 to-day. 

This presents an interesting problem to the manu- 
facturer; for he must make his goods to sell in a market 
willing to pay about half again the old price for them, 
but he must make them with labor that costs him more 
than twice what it used to cost. 

Turn from this problem in domestic manufacturing 
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economy to the international situation and you find 
that Europe owes us between twenty and thirty billion 
dollars in principal and interest on war debts. The 
bulk of this staggering amount has been funded and 
agreements have been made by which it will be paid 
during the next few decades. In all probability these 
payments will be made. But, we will not be paid in 
gold, as that is physically impossible. In the first 
place, we have the bulk of the world’s gold now and 
these debtor countries have little of it. In the second 
place, international balances are never really settled in 
bullion. We will be paid in goods and this means that 
during coming years we must buy some twenty to 
thirty billion dollars more from Europe than we sell 
to Europe. American capital is already going across 
the Atlantic to rebuild and organize the factories that 
are to make these goods. The American manufacturer 
must look forward to this competition not only in 
foreign markets but here in the United States as well. 

With high wages and the promise of the keenest 
competition American business has ever seen, how can 
we avoid serious and prolonged industrial depression? 
There are two possible answers. One group of econo- 
mists would force wages down in this country until 
our workers were on a level with those of Europe and 
could compete with them at equal hourly rates. This 
would result in a lowering of our standard of living 
and such a move would be neither practical nor sound. 
The American worker enjoys the highest scale of liv- 
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ing in the world, his wages will buy more things and 
he has more leisure in which to enjoy them than is the 
fortune of the workers in any other country. This 
standard should be maintained; for I see in business 
the broad aim of making it possible for everyone to 
live a fuller and broader life. Any move in the oppo- 
site direction is fundamentally wrong. I do not say 
that temporary wage reductions are not necessary in 
times of depression; wages should be adjusted in keep- 
ing with the purchasing power of the dollar, and this, 
of course, contemplates a revision downward as the 
buying power of the unit wage increases. Such re- 
visions should not aim to lower the real purchasing 
power of the worker and we should not attempt any 
program that would put the American wage earner on 
a level with his European neighbor. 

The other possible answer to the pressure for low 
costs that will be felt increasingly during the next few 
years lies in our ability to overcome the handicaps of 
high cost man power and cheaper foreign competition 
by developing and perfecting automatic machine pro- 
duction that the daily output of our “ high cost man” 
may be mechanically multiplied so that he can retain 
his generous earnings and still keep unit costs at a low 
figure. 

The Production vs. Job Shop 

Every business man engaged in manufacturing must 
decide definitely as to whether he will run his plant 
on a production basis or on a job basis. He must 
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decide definitely whether he is going to make what he 
sells or whether he is going to sell what he manufac- 
tures. And the decision is important because no busi- 
ness can make real profits nor establish any degree 
of supremacy in its field so long as it is operated on 
a job shop basis. By job shop, I refer to the policy 
that makes a variety of styles and types of equipment 
to suit the whims of relatively small consumer groups 
or actually builds a product to the individual specifi- 
cation of each customer. 

Small and varied production always entails much 
hand and skilled labor and involves the loss of valuable 
time in changing from one job to the next. Production 
costs on this basis must always be ruinously high and 
the market that is able and willing to pay an excessive 
cost to satisfy an individual whim is getting smaller 
each year. 

Approaching the same business from the mass pro- 
duction angle, we select one or two of its products that 
can potentially serve a wide market. We study the 
production of these carefully. Here, for instance, we 
find a part that is being made by hand from the origi- 
nal specifications. A skilled workman requires seven 
hours to get it just right and it must carry a seven 
hour labor cost in addition to that of the material 
used. We design a machine to make this part auto- 
matically and find that it will turn out hundreds of 
perfect parts every hour. We are now getting onto a 
production basis. The labor cost is an insignificant 
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fraction of what it was before because one man can 
make hundreds of parts in a day. We cut the cost 
to make once more because the machine can be oper- 
ated by a relatively unskilled worker. It does not 
require the high-priced services of an expert. 


The Marvels of Simplification 


Then we begin to discover other advantages of our 
mass production of a standard product program. By 
eliminating the score of styles and types of product 
that were made in the old job shop, we find that many 
of the special materials that used to be required are 
no longer needed. We can cut our inventory to a 
fraction of its former bulk. It is probable that our new 
manufacturing program, even with its automatic ma- 
chinery, will need less space than the old shop required. 
It is certain, at least, that less floor space and machin- 
ery will be used for each unit of the product and the 
burden of factory overhead is therefore reduced. 
Finally the simplification of output has reduced the 
number of styles that must be carried to supply the 
needs of the market, and the finished stock depart- 
ment that once carried half a hundred items to meet 
the demand of the possible buyer now handles but 
two at a fraction of the old expense. This saving 
is not only effected in the manufacturing plant but is 
duplicated in the jobber’s warehouse, in the whole- 
saler’s stock room and on the dealer’s shelves. 

Under the steady march of simplification we now 
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have nine varieties of milk bottles in place of forty- 
nine. Twelve sizes of bed blankets replace seventy- 
eight. One hundred and sixty varieties of hotel china 
serve in place of over seven hundred. Fourteen sizes 
of hot water storage tanks satisfy our needs in place 
of the one hundred and twenty kinds and sizes in use 
before. Twenty-four varieties of metal lath supersede 
one hundred and twenty-five. Scores of industries 
are learning to eliminate the waste of needless duplica- 
tion. The remarkable work being done in simplifica- 
tion by The Department of Commerce under Secretary 
Hoover cannot be valued too highly and the movement 
has only begun. 

The economies resulting from this elimination of 
useless styles and sizes benefit everyone. They make 
it possible to employ mass production methods to 
reduce the cost of the remaining and standard types, 
they increase the output per dollar invested in a man- 
ufacturing plant and they enable the distributor to 
do his normal volume of business on a much smaller 
stock of goods, thereby reducing his costs. The ulti- 
mate consumer gets a better article at a lower price. 

It is estimated that the savings of simplification in 
one year to the American Softwood Lumber trade 
amounted to $200,000,000. A large hotel supply com- 
pany simplified its line in 200 supply items, released 
inventory investment of $350,000 and made a net sav- » 
ing of $100,000 a year. A shoe manufacturer facing 
high costs and ruinous competition reduced his line 
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from three grades in 2,500 styles to one grade in 100 
styles. This reduced his production costs 31%, over- 
head 28%, inventories 26%, and the cost to the con- 
sumer 27%. 

I have also stated that simplification often results 
in a better product for the consumer. An experience 
in our own business will illustrate. We had cut the 
line down until we standardized on a single type of 
equipment, but this was being made in two styles with 
a lock or without a lock, depending upon the needs of 
the individual customer. The tumbler locks cost us 
about $2.70 each and some labor was required in fit- 
ting them into the cabinets. The price of the equip- 
ment fitted with the lock was just enough higher to 
cover this actual cost so there was no profit in putting 
the locks on. Certain of our customers had to have 
locks, however, so there seemed to be nothing to do 
but supply them. 

We applied the principle of simplification to this 
particular problem with rather startling results. Ob- 
viously the desirable thing to do was to reduce these 
two types of equipment to a single type. We couldn’t 
drop the locks entirely because that step would elimi- 
nate too large a part of our market, so we considered 
the possibility of putting locks on all of them. We 
found that this would cut manufacturing costs be- 
cause all cabinets could be made exactly alike — to be 
fitted with locks. We found that it would cut inven- 
tories in half because we would only need to stock 
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the one standard style. We were surprised to find 
that the savings resulting from this standardization 
and simplification more than covered the cost of the 
additional locks! It was actually cheaper to make all 
the cabinets with locks than it was to make part of 
them with locks and part of them without. As a 
result all customers get a lock at less than the old 
price and they can use it or not just as they like. 

It will pay your cost department to study all possi- 
ble moves toward simplification very carefully. It is 
possible that you will find a way of improving your 
product and reducing your costs at the same time. 

Such reductions in the cost of production may be 
distributed as a bonus for progress. One half the 
saving may be distributed to workers as an efficiency 
bonus, one quarter may be deducted from the selling 
price of the product, and the other quarter may be 
added to profit. 


Men and Machines 


I am aware of the fact that mass production methods 
have been attacked by certain well-meaning people 
who either do not understand the economic significance 
of the machine or who mistakenly hold machine pro- 
duction responsible for labor unrest on the grounds 
that power production and the elimination of hand 
work make an automaton of the worker. 

The man who insists that an automatic machine 
deprives several hand workers of a chance to earn a 
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living will find his answer in history if he does not see 
it in contemporary life. The Industrial Revolution 
in England came about when power weaving began 
to replace the hand loom. Weavers felt that they were 
being deprived of a chance to earn a living — they 
revolted —and several power looms were actually 
destroyed. Yet the power loom weaver of to-day 
enjoys a much better living than could possibly be 
earned by the hand weaver of those times and there are 
few of the rest of us that would think for a minute of 
going back to high cost homespun in place of the far 
superior and less expensive product of present power 
looms. The sudden introduction of automatic ma- 
chinery in place of hand work may cause a temporary 
readjustment, but the machine really multiplies the 
producing capacity of the man and makes it possible 
for him to make a hundred products with less effort 
than used to be exerted in making one. 

The objection to machine methods on social grounds 
is only slightly better founded. It is true that every 
normal man is born with an instinct to create. Young- 
sters build block houses and make things; they get 
their fun out of creating. We never get over the thrill 
that is experienced in making things. The old hand 
method satisfied this natural desire. The craftsman 
who built a chair had a personal pride in it; he saw 
it completed and felt that it was his. He was proud 
of his work, even if it did not belong to him. He 
received more than money pay for his job. 
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In many cases the descendant of this same crafts- 
man is dissatisfied to-day because the tending of an 
automatic machine which makes thousands of parts all 
exactly alike, and makes them with little attention, 
robs him of the satisfaction of creating. He lacks the 
imagination necessary to see himself as one of the 
creators cf the tremendous output of his factory and is 
restless. He thinks that more money would satisfy 
his restlessness and that shorter hours would give him 
more pleasure. As a matter of fact, they will not. 
More money enables him to buy things that still do 
not satisfy his unrest, and more leisure gives him extra 
time in which to be bored with his own society and in 
which to fret and stew about the fact that he is not 
happy. 

If a man cannot satisfy his desire to create in his 
daily work, he will only be really happy when he has 
satisfied it with an avocation of some sort that pro- 
vides an outlet for his creative energy. More time and 
more money will help if they supply the leisure and 
funds for this purpose, otherwise they will only accen- 
tuate the restlessness. It is not machine methods but 
the lack of an outlet for the creative impulse that is 
causing unrest, and it is certain that machine methods 
multiply a man’s earning power so that he has more 
opportunity to satisfy this instinct if he will but recog- 
nize it and answer it intelligently. 

The late Dr. Steinmetz was once asked whether he 
thought our present civilization would go to pieces and 
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follow the older civilizations of Greece and Rome into 
oblivion. He answered that it would not because of a 
fundamental difference. The older civilizations were 
built upon a foundation of slavery. Ten men were 
driven as slaves that one man might enjoy more advan- 
tages. The few had luxuries at the expense of the 
many. But, we have made slaves of steam and elec- 
tricity so that every man may enjoy the advantages 
of our present development. The poorest man 
to-day accepts comforts and conveniences that were 
denied to the richest two or three generations ago. 
The man who attacks machine production is turning 
on the one thing that makes his present scale of living 
possible. 

The future of the American manufacturer and the 
future of the American worker depend upon our ability 
to multiply man power with machinery and to apply 
the principle of simplification so that wages may be 
maintained at high levels, but that unit costs may be 
low enough to enable us to compete with Europe and 
continue to keep our factories running and our workers 
employed. 

This may seem to contradict my earlier statement 
that we must accept between twenty and thirty billion 
dollars worth of European goods during the coming 
years if Europe is to pay what she owes us. We cannot 
avoid this situation but we can avoid serious loss be- 
cause of it. If these goods come too fast the flood 
will cause serious business depression here, but if 
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they are spread over a long period of time we can 
absorb them gradually without commercial indigestion. 
Certain things can be made better in Europe than they 
can be made here and it is in these products that 
the debts should be settled. By developing our own 
manufacturing to turn out merchandise at the lowest 
possible cost we will control the situation and will be 
able to govern the influx of European goods without 
danger of being swamped. 


Look For “ The Neck of the Bottle” 


Since our salvation lies in the perfection of machine 
manufacturing, it is vital that every business devote 
a definite part of its energy to engineering and research 
work. A definite percentage of the cash income should 
be used for this purpose. It is as necessary as fire 
insurance. The future of the business depends very 
largely upon improving processes rapidly enough to 
meet changing conditions. 

The best place to begin is at the neck of the bottle. 
In every factory there is one spot in the production 
department that holds up progress, and output can be 
no faster than the slowest step in the process. The 
whole production problem, in fact, centers at this point 
— it is the neck of the manufacturing bottle. Many 
machines are only operated a part of the time because 
they can make enough of certain parts in three days 
to keep the plant running a week. They may be sub- 
ject to further improvement and perfection but the 
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immediate necessity focuses on the point where goods 
are piling up. If things can be speeded here the entire 
output is consequently increased. Set your develop- 
ment men to work at this point. 

It is probable that your research department will 
produce a great many failures; it will design and build 
special machinery that may not fill the need after it 
is completed, but that makes little difference. If you 
keep at the problem, you will find the answer, and the 
gain resulting in a single month will probably pay for 
a dozen previous failures. 

If you are not already operating a well equipped 
research department, if you are not constantly experi- 
menting to improve processes and reduce costs, you 
are headed for the business graveyard and your arrival 
there depends only upon the activity and ingenuity 
of your contemporaries in finding the better way of 
doing things. 

When an improved machine has been developed and 
perfected, you face the problem of additional invest- 
ment in equipment. The desirability of the change is 
calculated quickly by comparing the cost of the new 
machinery with the advantage it will give. Any ma- 
chinery or equipment which will earn 20% of its cost 
in a year, and thereby pay for itself in five years, 
should be adopted. The problem of actually making 
the change may be more serious since alterations some- 
times disrupt the entire production department and 
hold up output. This difficulty can probably best be 
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got around by planning to make all extensive 
changes once a year and then making them all at one 
time. 

The manufacturer who uses old equipment when 
better and more efficient is available is handicapping 
himself on every unit of product he turns out. He is 
actually taking the difference in cost between the old 
and the better method directly out of his profits and 
that is poor business in any sort of market. 


The Fallacy of Making Up Time 


The final problem in production comes in keeping a 
steady flow of materials going through the plant so 
that all machines are operating as near to capacity as 
possible, and so that the factor of fixed overhead is 
spread over a maximum output. If this factor which 
represents rent, light, heat, insurance and management, 
amounts to 20% of the cost of production on an eight- 
hour-a-day output, it immediately jumps to 40% of 
cost on a half-time output. On the other hand, if pro- 
duction can be increased to a sixteen-hour basis, with 
two shifts, the same overhead shrinks to 10%, and a 
twenty-four hour schedule brings it to less than 7% 
of production cost. 

If we are operating on a manufacturing basis and 
are selling what we manufacture, the production de- 
partment, therefore, plans on steady and continuous 
production at a rate that will keep equipment busy and 
costs at the lowest possible level. Obviously a new 
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factory cannot start operating on a twenty-four hour 
basis before an outlet for the product has been devel- 
oped and established, but probable demand can be 
gaged accurately and the production department then 
plans to run at a steady rate to produce that quantity 
of product economically. 

This plan of operation automatically overcomes 
most of the difficulties of the old job shop program, 
but it still may be subject to the dangerous fallacy of 
making up time. 

Whenever a production manager explains and ex- 
cuses a falling off of production in any one department 
on the ground that he will make up the lost time and 
will finish the month with his planned quota, he lays 
himself open to severe criticism. If he has turned out 
10,000 items during the first half of the month and 
assures that he will turn out 20,000 during the last half 
to show the expected production of 30,000 he is not 
making up time. He is admitting that he has lost the 
possible production of 10,000 during the first half of 
the month because if he can make 20,000 during the 
last half, he could have made that many anyway and 
could have made another 20,000 during the first half. 
Time that has been lost cannot be made up in any 
possible way and production that should have been 
achieved and was not is gone forever. 

One of Andrew Carnegie’s production managers once 
wired him, “ Broke all production records during the 
last week of the month.” To which the Iron Master 
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wired the following reply, ‘““Why not get this record 
production every week? ” 


How About Doubling Your Output? 


When you are satisfied that your present production 
is flowing smoothly and that your costs are approach- 
ing the low point on your present output, it will pay 
to consider the possibilities of further economy by 
increased production. Estimate the cost of enlarging 
your plant to increase output by 25%. Figure your 
unit cost on this production and reduce the saving per 
unit to an exact figure. Will it enable you to reduce 
your selling price? How much will such a price cut 
enlarge your market? Get these figures and study 
them carefully. They may point the way to a much 
larger volume and while the profit per unit may be 
smaller, the total profits for the year will far exceed the 
small production earnings. 

One manufacturer of my acquaintance tried this 
experiment with rather startling results. He had 
$100,000 invested in equipment but a part of this ma- 
chinery was idle much of the time because one depart- 
ment was slowing up his production. He discovered 
that he could double his output by adding five new 
machines at this, the neck of his production bottle. 
The additional investment required was but $10,000. 
In other words, $110,000 in equipment would produce 
just twice what $100,000 had been producing. His 
employment increased but 25% to double output and 
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the labor cost per unit was therefore reduced because 
a quarter as many more men made twice the number of 
units. The net result was a saving of 20% in unit 
cost and this manufacturer could therefore reduce his 
price 20% and still maintain his rate of profit. 

If the market cannot possibly absorb additional out- 
put, even at a lower price, there is nothing to be gained 
by speeding up production, but in the vast majority 
of cases the lower price made possible by mass produc- 
tion more than takes care of the added output. Sales 
resistance and sales cost frequently go down with pro- 
duction costs and lower prices. 

The production manager’s real job is to plan his 
operation to get a steady flow of finished product at 
the lowest possible cost. It is then his job to locate 
the neck of the bottle, the one spot where things are 
being slowed up, and to relieve the congestion at that 
point. If a production manager cannot tell exactly 
where the neck of the bottle is at any particular time 
and what he is doing to remedy the situation, he is 
not watching his work as he should. 

Present high wage levels are not necessarily an in- 
surmountable handicap and I do not especially fear 
the effects of increasing competition from Europe. 
The manufacturer who applies the principle of simplifi- 
cation to his business, who adopts the best of the 
known methods of machine production, and who carries 
on regular and intelligent research to find still better 
methods, will forge ahead in spite of these apparent 
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handicaps. In fact he will make progress and highly 
satisfactory profits even when contemporaries are 
operating at a loss. 


PRODUCTION RECORD 


It is difficult to classify production records because they 
vary with the manufacturing plan and processes required in 
the individual business. Straight line production requires 
records for proper control different from those needed in 
a job shop. The following general classifications, however, 
will suggest the types of data that should be supplied if the 
cost to produce is to be brought to a minimum. 

1. The Production Budget. ‘This classification, an ele- 
ment of the general budget, covers the allotment made by 
the management as a budget for the operation of the pro- 
duction department. Commitments are set against this 
credit and the balance is carried for reference. 

Unless the activity of the production department is guided 
by this control, the production program may expand beyond 
the financing planned by the management and serious em- 
barrassment may result. 

2. Equipment Record. A record of machinery, date of 
purchase, cost, rated output together with charges and de- 
preciation is valuable both to your planning and accounting 
departments. It answers the question of capacity and pro- 
vides a perpetual inventory showing your investment in 
equipment. 

3. Planned Machine Performance. A somewhat similar 
record shows each machine with its rated output, but here 
the information is used in planning and allotting production. 
The planning department apportions work to certain ma- 
chines and records this planned performance so that the 
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record always shows the work ahead and tells instantly 
when any machine wiil be idle. This type of record warns 
of an impending gap in production and avoids the loss of 
temporary idleness. 

4. Progress Record. Were we find the manufacturing 
order and a record of its present position in the progress of 
manufacture. The common job ticket with its various 
entries as the work passes from one department to another 
comes under this classification. The time required on the 
various processes together with cost data may also be car- 
ried for the use of the cost accounting department. 

The form necessary to obtain this data may be simple or 
it may be complex but it is vital that you know the direct 
cost of making any given article if you are to control costs 
and effect manufacturing economies. 

5. Production Cost Record. In quantity manufacturing 
this record carries the production costs on any article or 
part as compiled from the job records on its manufacture. 
The information is essentially the same as that pertaining 
to costs on the progress record but it is arranged and classi- 
fied according to product rather than individual shop order. 
If this record shows a wide variation in costs on the making 
of the same article, it immediately exposes a flaw in pro- 
duction management. 

6. Price Rate Records. This, or similar records, are 
often important or useful in the handling of production, for 
the proper assignment of the men to the road. The record 
should include data on correct piece rates, and on those 
men best adapted to the particular operation, based on past 
performance. The data supplies the basis for adjustments 
to the piece rates. ; 

The record system, designed to fit your individual needs, 
which provides this information supplies the foundation of 
fact that makes it possible to direct and control production 
toward a steady flow and low unit cost. 


CuaptTer VII 
DEVELOPING DISTRIBUTION 


Advertising Control 


F I were the salesman for an automobile that cost 
$6750 and spent a great deal of time and energy 
in trying to interest a laboring man in buying my car, 
you would consider me a little queer. You would 
wonder how I ever held my job, and might easily ques- 
tion my right to liberty and the pursuit of business. If 
on another occasion you found me ignoring nine good 
prospects and spending all of my time on one possi- 
bility, perhaps calling on this one prospect every morn- 
ing, you would again question my sales strategy and 
you would not blame this one pestered prospect if he 
declared me a nuisance and refused to listen to my 
arguments. Yet, hundreds upon hundreds of adver- 
tisers in the United States are committing these very 
crimes against common sense. Expensive sales cam- 
paigns are being launched against prospects who can- 
not possibly buy either because they have no need 
for the product or because they cannot pay for it, and 
at the same time large and rich markets are being 
neglected. 
I suspect that I could not be admitted to the inner 
circle of the mystic order of advertising men. In the 
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first place, I do not believe there is anything mysteri- 
ous about it. Advertising is nothing more than getting 
a certain phase of the sales process accomplished and 
it is justified because when properly planned and exe- 
cuted, it gets this work done economically. In most 
cases this multiplied form of salesmanship is used to 
cultivate and develop prospects so that the sale itself 
may be completed more quickly and easily than would 
otherwise be possible. In many cases, where the 
sales process is relatively simple the printed message 
may complete the job and get the order, either in the 
advertisement itself or through a printed follow-up 
campaign. It is still printed selling and differs from 
the personal kind only in the manner in which the ap- 
peal is presented to the prospective customer. 

Every now and again some well-meaning chap with 
the reform complex hears that a great magazine re- 
ceives $7000 for printing a single page advertisement. 
That seems to be a very large sum of money for just 
one page. Upon looking into the matter further, our 
investigator discovers that many millions of dollars are 
spent yearly for space and printers’ ink. Someone 
must pay for all this and it is natural to assume that 
the bill is finally footed out of the pocketbook of John 
W. Consumer. On this premise our reformer launches 
an eloquent indictment against all advertising as an 
economic waste and a burden upon the public. Now, 
if we were to accept this argument and abolish all 
forms of advertising, the business world would face the 
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necessity of doing this developing and selling by per- 
sonal contact. It would soon be apparent that it would 
cost several billion dollars to accomplish the same 
result in this fashion. The only possible manner of 
overcoming this expense would be in doing away with 
all selling, but then we would have no outlet for mass 
and machine production, and business would come to 
a Standstill. An attack on advertising is obviously an 
attack on selling and the debater who attempts this 
argument has not thought far enough to see that the 
standard of living we enjoy in this day and age is 
only possible with machine manufacture and highly 
developed distributive methods. 

The business man who “ does not believe in advertis- 
ing,” for other than ethical reasons, makes one of two 
admissions. He either admits that he has not learned 
to use advertising effectively in his business or that 
he prefers to spend more money than is necessary in 
his selling. 

Mind you, these points are made in regard to adver- 
tising as a sales tool; they are not set forth as a 
defense to any and all advertising. Much money is 
wasted on poorly planned publicity ventures. There is 
no defense for these any more than there is for 
flagrant waste in any other activity of business. 


Why Some Advertising Fails 


Examining the record of results on many advertising 
campaigns — those that have succeeded and those that 
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have failed —we find that the commonest cause of 
failure results from an error in the facts upon which 
the plan was based. In most cases the advertiser did 
not know his market and either spent his money on 
those who could not buy or spent it all on a small por- 
tion of his prospects. Many of these “sadder and 
wiser ” business men were gullible chaps who believed 
that there was something magic about advertising. 
They had heard of Mr. Wrigley and his success. They 
saw other large and prosperous businesses who were 
advertisers and they wanted to be large and prosperous, 
so they decided to advertise. They brought them- 
selves to draw a large portion of the surplus out of the 
bank and they ordered an advertising campaign. Then 
they sat back and waited for the magic. Nothing hap- 
pened, at least nothing that was worth what it had cost. 
But these men who are missing their markets are not 
all plungers; many of them are sound business men 
who have advertised and are still advertising. But 
they wonder why their advertising doesn’t produce 
more and why their sales costs keep climbing. They 
are probably building their plans on a faulty founda- 
tion. Théy are assuming something that isn’t so. 
When the compass is wrong, the ship does not get to 
port no matter how expert the sailing itself may be. 
We can locate this difficulty if we forget all about 
copy, and appeal, and media for a few minutes and 
get back to first principles. Advertising is a phase of 
selling and it must therefore be directed to prospects. 
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The first step in any advertising campaign is the loca- 
tion and isolation of the prospect. This may sound 
foolish because it is so obvious, but millions of dollars 
are being wasted every year because business men sit 
in their offices and guess about their markets. A motor 
car manufacturer selling a relatively expensive auto- 
mobile made sales plans for years on the theory that 
the market was limited to the very wealthy. Then 
someone became curious and went after the facts. It 
was discovered that the logical market for this particu- 
lar car was something more than ten times as large as 
it had been assumed to be. The sales and advertising 
plans were changed to appeal to this wider market 
and business has been much better. 


Who Is Your Prospect? 


Who is your prospect? How many are there of 
him? Where is he located? What are his buying 
habits? How about his relative prosperity? How 
rapidly is this market growing? When you have an- 
swered these questions — definitely — and have the 
figures before you, the basis for the effective use of 
advertising is laid. Until you have these facts, any 
expenditure of money is a gamble. Where you have 
guessed right it may be effective, but where you have 
guessed wrong you are throwing good dollars away. 

These facts may be relatively easy to get, or they 
may require an expensive field investigation, but they 
are never aS expensive as the process of guessing and 
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gambling. You may be able to find the answer to many 
of these questions in your own records, you may have 
to make a test investigation in certain territories to ar- 
rive at a basis for your calculations, you may even 
find it advisable to hire outside organizations to make 
this survey for you. Possibly you can join with other 
concerns in related industries and make a study that 
will benefit the group, but it is probable that you will 
have to make your own study to get exactly the in- 
formation you require. But a $1500 market analysis 
that shows you how to double results of a $50,000 
advertising investment is as sound a bargain as you 
will ever find. The advertising problem is more than 
half solved when you have the facts on your market. 


What Do Vou Want To Accomplish? 


With the facts on your market before you, ask your- 
self exactly what you want your advertising to accom- 
plish. Is it to produce inquiries for your salesmen? 
Do you want it to create a consumer demand that will 
help you to get new dealers? Is it expected to bring 
orders to you by mail? Do you want it to speed pres- 
ent sales or to develop new uses for your product? It 
may do any of these things but you must know exactly 
what you expect it to do before you start. Advertising 
is a powerful and high-priced salesman; you cannot 
afford to waste time and energy on non-essentials. 

You will find it good economy to get the best ad- 
vertising brains you can find to help you direct this 
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expenditure. You may find the man or men you want 
in an advertising agency experienced in doing the thing 
you want done. You may find the ability you require 
in an individual but it is important that you get the 
most skilled help available. You are going to spend 
an amount of money and the results you get will de- 
pend largely on the ability of your advertising counsel. 
You would not let the office boy prepare the sales talk 
for your star salesmen. Why let an inexperienced man 
attempt to direct thousands of printed salesmen? 

The average man would not try his hand at perform- 
ing a surgical operation, nor would he plead his own 
case in court, but when it comes to advertising, he 
somehow believes that he is a born copy writer. If, by 
any chance, he has misgivings on his ability to prepare 
advertising copy, he is certain that he is competent to 
criticize it. Unfortunately it is not a job for many 
cooks and the result will be less costly and far more 
satisfactory if you get an experienced man in whom 
you have confidence, and let him direct the job for you. 
His previous experience will save you much money 
and his outside viewpoint will help to make your mes- 
sage clearer to your public. 

He should be able to tell you, for instance, about 
what it should cost to get the result that you want. If 
his estimate exceeds the amount of money you have to 
invest, cut down your order and develop a part of the 
market. His experience should help you to select the 
proper media, determine the typographic dress of your 
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printed salesmen, and select the appeals calculated to 
be most effective. Fortunately, however, you need 
not continue blindly and on faith alone. As you ad- 
vertise, your experience should guide you directly to 
the most productive media and the right style of copy. 


The Laboratory Method 


Have you ever watched a chemist at work in his 
laboratory? He may be analyzing an unknown sub- 
stance in an effort to determine its composition. He 
adds a certain chemical and carefully notes its result. 
Then he adds a different substance and records the 
change it effects. By making a series of careful tests 
he discovers what the unknown contains and what it 
does not contain. Finally, he is able to tell you exactly 
what it is. You see, however, that he follows a care- 
ful scientific method in his testing. He never adds 
two chemicals at once because if he did, he could not 
tell which was responsible for the new result. Chang- 
ing but one element at a time, he is able to credit his 
difference in result to the proper source and when he 
has found what he wants, he can go back and repeat 
the experiment knowing that he will arrive at the same 
answer. 

This same laboratory method can be applied in ex- 
actly the same manner to take the guess out of ad- 
vertising. Each advertisement can be “keyed” in 
some manner to get a direct check on results. If in- 
quiries are expected, a number can be included in the 


I40 ASSURING BUSINESS PROFITS 


address or in connection with the booklet offered that 
will enable you to trace the reply to the advertisement 
from which it came. Even when the primary aim is 
not inquiries, the offer of a booklet or other material 
may be included. 

If one advertisement brings twice as many replies as 
another, it is safe to assume that it has interested twice 
as many people. 

If the campaign is such that it is impossible to in- 
clude a direct check of this sort, it can be tested in a 
definite locality and the change in sales there as com- 
pared with other territories or with previous sales in 
the same territory can be measured to judge its effec- 
tiveness. The power of window displays and outdoor 
advertising can be checked in this manner. 

On this basis, advertising is much like gold mining. 
A prospect hole is dug and the results are carefully 
assayed. If we find a profitable proportion of gold, we 
sink our shaft and proceed to work out the vein. If 
we did not get a satisfactory result, we go on and sink 
another hole in a likely looking spot and test again. It 
is probable that we will make ten experiments that 
prove to be failures, but the eleventh will more than 
pay for our prospecting. 

It is safe to say that every advertising success has 
been developed by this method. The great advertisers 
have found the vein that pays in their particular busi- 
ness and have concentrated their efforts upon it. It 
takes patience and a careful and scientific analysis of 
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comparative results, but the reward is well worth the 
effort. 
How Much Should You Spend? 

Advertising is directly concerned with developing 
and expanding your market. Your progress, therefore, 
is determined to a large degree by the extent and effec- 
tiveness of your advertising expenditures. 

A few years ago the whole matter was looked upon 
as a sort of luxury. If you had plenty of money and 
business was good, you went in for advertising, but if 
things slowed up a bit the advertising was one of the 
first things to suffer. A part of this attitude is a natu- 
ral result of the “mystery ” idea, and a part of it is 
traceable to short-sightedness on the part of business 
men. Considering advertising as an economical means 
of accomplishing a part of the sales process, it is obvi- 
ous that it should be increased when business is slow- 
ing up and should be retarded, if at all, only when 
sales are coming easily and in good volume. 

The investment you make in advertising should be 
represented in the budget by which you control your 
business. It should be determined by a fixed per- 
centage of cash receipts. As your business grows this 
appropriation will automatically increase and may ex- 
ceed the amount that can be used effectively during the 
current month. This balance may be set aside in a 
reserve fund to be used later when-more pressure is 
needed or the advertising percentage may be reduced 
as the business grows. The policy to be followed will 
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be determined by the nature and position of your 
business, but as a general rule a lower percentage is 
needed for advertising as mass production increases 


volume and lowers price. 


If you have not already determined a percentage ap- 
propriation for your own business, the following typical 
expenditures for various industries may be helpful 


in arriving at the proper figure: 


Table of Advertising Expenditures 


RETAIL 
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Departments Stores. -enetc.-ialekeeiee darts crie crete Ds 
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Generali & Wariety. acc. saestictcae «raise nate a 
(GTO CETS seta 5 Sateen ist stataareer Baie ees a ebata Ss & 
Hardware: &implementensiaccisctsceeiee tee I.12 
TPE WELEYA “cho crs suake karen she orertroceen erase aeieker ine ae 
(Vai Ordena sels cot eer aot OT 
SHOGS# sea aiatenins veadncery ats Mtoe aN racantcers terete 13 


AUtOMODIUES ta actrerete te choles sveie-s onde syeketenseiete es D: 
IATILOLACCESSOTIES Shc crunch Shachoes eusiael celeste ie ies 3.5 
Businesss Mauipment. sessions Sete e 2% 
Clothing eras scares ce hehe thtisis lanctuisyes steusner never 1.5 
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Paint: ke Varlsh- sccasraercs co rece himer ene BES 
Sporting’ GOodsilsaaiss ues ssvsateroeree aise arereree ie 
LODACCOMs an seo eiaractani me ccesicte Cie eiaameare tetas Re 
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FREANSPOELALIONY orice ce. crereton ier tenalolerersestete ters 1.8 


These figures representing the range of advertising expenditure are 
compiled from a number of investigations reported by Professor 


Daniel Starch in “Principles of Advertising.” 
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Selecting The Right Media And Copy 


The choice of the best channels for your advertising 
can be determined by following this same laboratory 
process. The experience of your advertising counsel 
and a careful analysis of circulations will help you to 
select the most promising list of media. Then it be- 
comes a matter of testing. By running exactly the 
same advertisement in two publications on the same 
date and by checking the traceable results, you arrive 
at a relative measure of each. By repeating the experi- 
ment on a list of media you are able to rate them for 
your purpose and to determine which are most produc- 
tive and which are least profitable. On the basis of 
these tests you can build your own list of proven media 
and may be sure that you are reaching the audience 
you want to reach at a reasonable cost. 

Exactly the same method will lead you to the right 
copy appeal. Begin with two carefully prepared ad- 
vertisements, well written and properly dressed. 

In considering copy remember that most advertise- 
ments would be more effective if they had half the 
number of words. The prospect is not as much inter- 
ested in your product as you are and he will not read 
long columns of fine type. The probability of an ad- 
vertisement’s being read decreases geometrically with 
the number of words used. It is well to remember that 
half as many words will be read by four times as many 
people. 
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It is also vital that you select the proper style and 
face of type for your message. The size, kind and ar- 
rangement of type are the clothes and voice of your 
printed salesman. You would not dress your repre- 
sentative in overalls and send him out to call on 
bankers. These same overalls might be decidedly 
appropriate, however, if you are demonstrating the 
advantages of a new type of farm machinery to the 
farmer. Consider your prospect, the tone of your 
message, and the proposition you are presenting; then 
select the typography that will fit your needs. If you 
are not familiar with various type faces and the tones 
and atmospheres they suggest, it will pay you to re- 
tain the services of a specialist who does understand 
them and who can interpret the tone of your message 
in type. 

The same rule, of course, applies to layout and art 
work. In these fields you will find that the best is 
invariably the cheapest. Second grade art work may 
easily cost you half the possible results of the entire 
campaign. For this reason, it is also vital that you 
have your advertisements set before they go to your 
list of publications. See your own proofs and study 
them carefully. It may pay to have one advertisement 
set three or four ways so that you can compare effects 
and make an intelligent selection. See half a dozen 
proofs if necessary, but be satisfied that the advertise- 
ment is as good as you can make it before you release 
it for publication. It is much less expensive to do your 
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experimenting with the local typographer than to do 
it in high cost space. 

Your two test advertisements may look equally con- 
vincing and may impress you as being most effective 
sales agents. Key them so that you can trace the re- 
plies, then run them simultaneously in two of your 
tested media. Note results and switch them around, 
running them again in the same two publications. 
Your record of results will tell its story and will prob- 
ably show that one of them for some reason proved 
more effective than the other. Now change the best 
one by inserting a new head or a different ending — 
but change only one factor at a time —and test it 
again. Perhaps the second or “improved” form will 
prove more productive than the original. We are get- 
ting nearer to exactly the right appeal. By continuing 
this process of trial and error —of discarding the 
weaker and experimenting to improve the stronger — 
you soon develop advertising copy that will produce 
profitably in your tested list of media. 

When you have developed an advertisement that gets 
the sort of results you want, do not discard it simply 
because you have run it once in a publication. The 
idea that something new must be prepared for each 
closing date is not sound. In the first place it assumes 
that you will be able to prepare an advertisement each 
time that is better than any of its predecessors. That 
in itself is ridiculous. Further, actual test proves that 
it is not necessary. A laboratory experiment carried 
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on to determine the diminishing returns to be expected 
from successive insertions of the same copy in a given 
publication gives us a scientific answer. The same ad- 
vertisement was inserted on thirteen successive days in 
a large newspaper, keyed differently each day so that 
replies could be segregated, and the returns from the 
last insertion were not 5% different from those of the 
first. On each of these thirteen successive insertions 
this particular piece of copy produced more than any 
other advertisement developed within three months. 
If you have one proven advertisement that can be de- 
pended upon for results, why discard it for an untried 
or less profitable piece of copy simply for the sake of 
change? 

Instead of guessing and gambling with the whole 
advertising appropriation, set aside a portion of it — 
from 10% to 20% —as an experimental fund. Spend 
this money in testing media and copy to find out what 
will produce profitably. Then concentrate the bulk of 
your advertising appropriation on these proven appeals 
in profitable media. You may lose all of the experi- 
mental fund, though this is not probable, but you will 
be sure of a definite return on your regular advertising. 

Your direct mail advertising and follow-up material 
can be developed to a high point of efficiency by fol- 
lowing this same careful experimental method. A let- 
ter or booklet may look good and there is a great 
temptation to accept your own valuation of it and to 
send it to hundreds and thousands of prospective cus- 
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tomers, but it will pay to suspend judgment until you 
have figures on its persuasive power. These will tell 
you whether it is a successful and profitable salesman 
or whether it is merely clever. The mailing of a test 
thousand will show you exactly what may be expected 
of succeeding thousands. You then know whether it 
will pay or not. 

This laboratory method will take the mystery out of 
advertising and will reduce it to a known sales force 
that can be counted upon for certain definite and 
tangible results. But it is well to remember always 
that advertising is a part of selling and is not an end 
in itself. There is little sense in spending $10 to get 
an inquiry, then following it up with a 15 cent booklet. 
There is no use in developing interest unless a sales- 
man is ready to call and build that interest into orders. 
There is no profit in sending the prospect to a store 
that does not carry your goods. Advertising is a part 
of selling and must be fitted to the rest of the sales 
plan. Be sure that the chain from prospect to order is 
complete before you start the machinery. 

Advertising is not paper with magic on it —it is not 
a mysterious something that makes fortunes overnight. 
It is a powerful sales force, and if you will experiment 
patiently — testing one thing at a time, then putting 
your money on the proven producers — it can be de- 
pended upon to reduce selling costs and increase 
profits. 
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ADVERTISING CONTROL 


As in all other departments of your business, records on 
your advertising not only enable you to keep track of 
things but they also show where performance is ineffective 
and usually indicate the direction to be taken for improve- 
ment. 

The detail of your system will be determined by your ad- 
vertising program but the data needed may be classified 
broadly under four general classifications: 

1. The Advertising Budget. As in other departments, 
the amount allotted by the management for the operation 
of the advertising department during a given period is 
credited on a budget record, a subsidiary account of the 
General Budget. All commitments are debited as they are 
made, regardless of when the advertisement is to be run 
or the printed matter used, and the balance available is 
shown. 

This control of commitments not only avoids the possibil- 
ity of financial embarrassment but it tends to act as a 
constant stimulus to make every dollar expended produce a 
maximum result. 

2. Production Record. ‘The second classification in ad- 
vertising records is similar to the manufacturing production 
control records. It shows the job and its purpose with 
such details and specifications as are necessary, together 
with estimated and actual cost. It controls the work from 
idea through layout, copy, art work, engravings, electro- 
types, paper stock, proofs, colors, and final delivery. 

Such a record on the development of each advertising idea 
keeps it moving steadily toward completion and avoids the 
delays and losses likely to result if any one piece of work 
gets lost or side tracked in the mass of detail. 
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3. Record of Placing. When several publications are 
being used, a record of placing for each — showing date, 
space, copy to be used, copy sent, and proof checked — acts 
as an automatic tickler in following each insertion. It pro- 
tects against expensive rush work that is necessary if copy 
is not placed well in advance of closing dates and makes it 
easy to check each advertisement after it has appeared to 
see that it was run according to instructions. 

4. Record of Results. Wherever it is possible, adver- 
tising should be keyed, the record of results being an ex- 
ceedingly valuable guide toward the right copy appeal and 
the most effective media. This record of each advertisement 
shows the title of the advertisement and may include a 
copy or proof of the advertisement itself. It shows the 
publication in which it appeared, the date, key and cost of 
space. As replies are received, they are entered daily with 
a cumulative total. Sales resulting from the inquiries may 
also be entered. 

The final results may be collated and shown as cost per 
inquiry, sales per inquiry, return per dollar of advertising 
cost, and cost per sale. 

A comparison of the records of various publications on 
the same advertisement will indicate the relative value of 
each and a comparison of the results of several pieces of 
copy appearing in the same publication, under practically 
the same conditions, will enable you to grade and rate 
various appeals. 

Since space rates and requirements are now published as 
a service, it is no longer necessary to keep a reference file 
of rate cards. Ordering and billing are ordinarily handled 
by the advertising agency and therefore need not be in- 
cluded in the advertising department’s record system. 


Cuapter VIII 


GETTING NEW CUSTOMERS WITHOUT 
LOSING OLD ONES 


Sales Control 


NE problem looms head and shoulders above all 
O the other perplexities of present day business. 
It costs too much to sell! The conviction that exces- 
sive amounts are being expended in distribution is not 
born of a desire to pocket the dollars that are legiti- 
mately needed to get goods from producer to consumer, 
but from the disconcerting fact that selling costs are 
swelling out of all proper proportion. 

The seriousness of the situation was revealed a few 
months ago hy Sidney Anderson’s Congressional In- 
vestigation into distribution costs which showed that 
49 cents out of every dollar paid for goods is consumed 
in the process of getting the merchandise from pro- 
ducer to consumer. Subsequent studies and investiga- 
tions by the Department of Commerce have led Secre- 
tary Hoover to emphasize the absolute necessity of 
cutting distribution costs. The average business man, 
however, has hardly needed these warnings. He has 
seen his sales costs climb steadily. He has seen profits 
dwindle. He knows that something must be done, and 
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it must be done soon. The rising tide of sales costs is 
drowning thousands of businesses, and unless the trend 
is stemmed, it threatens to engulf us in a social and 
political maelstrom that may swamp our present com- 
mercial system. 

During the past fifty years scientific methods and 
mass production have cut manufacturing expense. It 
costs much less to make things than it used to. Better 
materials, new devices and machinery, and the elimina- 
tion of waste and lost motion continue the triumphant 
march toward lower and lower producing costs. In 
fact, production men seem to have succeeded admir- 
ably. But the cost to sell has risen even faster than 
the cost to make has declined so that the consumer 
must pay more than ever for the things he needs. 
Where the production man has succeeded, the sales- 
man seems to have failed. 

But when we gather and sort out the facts we find 
that it is not entirely the salesman’s fault. The sales 
manager who is writing driving letters to the field force 
must shoulder a part of the blame. And the business 
man who is losing sleep worrying about his sales costs 
and who is pushing this same sales manager for more 
sales and lower costs is also guilty on certain counts. 
The greatest loss in selling, to-day, seems to result 
from the fact that an unbelievable number of sales 
campaigns are based on nothing more substantial than 
a desire for more sales. The business man would like 
more orders, his “ wish ” arouses a certain amount of 
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determination to get what he wants, and money and 
effort are turned loose on the theory that mere activity 
will result in more business at a profit. The prevalence 
of headaches is gradually refuting this supposition. 

If we take this thing called selling apart, we find 
certain fundamental and essential factors that may 
help toward a solution of the problem. 


Is The Product Really Salable? 


The first essential to successful and economical dis- 
tribution is a salable product. The fact that certain 
prospects have been induced to buy does not answer 
the question. To be salable on an economically sound 
basis, a product or service. must supply a need that is 
not already being supplied, or it must supply it better 
than it is now being supplied. If your merchandise 
cannot meet this first requirement, it should be 
changed until it does meet it, or it should be aban- 
doned; for sales costs will be ruinously high. 

The fact that you fondly believe your product to be 
a necessity and “the best on the market” does not 
make it so. Get the facts and consider them coldly. 
What definite advantages has your merchandise over 
competing lines and what definite advantages does the 
competition enjoy? Ask these questions from the point 
of view of your prospective customer and answer them 
as he will answer them. Perhaps you sold in good 
quantities a few years ago but that does not mean that 
your product is economically sound to-day. The hitch- 
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ing-post business has disappeared. New buying habits, 
new competition, a change in style may have turned 
your old market into other channels. 

I am emphasizing this test as the first essential in 
analyzing your sales problem because it must be met 
or no real progress can be made. Few businesses can 
succeed and make profits on one time sales. You must 
depend on repeat orders, the loyalty of present cus- 
tomers, and the impetus of a sound reputation to carry 
you on to the consistent volume that builds profits. 

So consider your product or your service cold blood- 
edly; compare it with competing lines; get the pros- 
pect’s viewpoint and ask yourself if it is economically 
sound. Perhaps you have nothing to sell! 


Map Your Markets 


Having satisfied yourself that your merchandise 
represents sound economic value for a certain type of 
customer, study your market to find out how many of 
these prospective customers there are and where they 
are located. Get the facts on these possible buyers and 
study their habits. Do they understand and appre- 
ciate the need and use of your product or must they 
be educated to its advantages? A determination of 
their buying habits will lead you to the most logical 
channels of distribution. Will you sell through jobber, 
wholesaler, retailer or direct to the consumer? Deter- 
mine the most economical method of getting goods to 


154 ASSURING BUSINESS PROFITS 


consumers and map your market with the outlets that 
will be necessary to supply it. If you are to sell 
through retailers, find out which type of retailer will 
serve most logically and where they are located. 
Measure your distribution from this angle and calcu- 
late your coverage. If you are to establish your own 
sales offices and place men in the field, study your 
prospects and locate and plan your offices to serve 
them. 

A careful measure of your prospective market will 
also help you in planning production and estimating 
probable volume of sales. It is said that a phonograph 
manufacturer was making good profits a few years ago. 
He decided that he would make eight times as large a 
profit if he enlarged his plant and made eight times 
as many phonographs. He let contracts and ordered 
materials for this gigantic output. The depression 
caught him before his dream was realized, but if he 
had gone ahead on the original basis, he would have 
made more phonographs than there are families in the 
United States! No one knows what would have be- 
come of his second year’s output. 

It is vitally necessary that you keep up with your 
market, but it is exceedingly dangerous to get ahead 
of it. 

The Best Sales Presentation 


Having satisfied yourself that the product is sound 
and salable and having studied and mapped your mar- 
ket, the next problem is the best plan of presenting 
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your product to the prospect. It is probable that some 
form of advertising will help you but this will have to 
be worked out after you have discovered the proper 
sales presentation. You have many arguments for 
your proposition, some of them are apparent, some are 
hard to get over to the prospect, some are important, 
others are relatively unimportant. I say that there are 
many arguments because I do not believe a man is 
ready to sell until he can list at least ten reasons why 
the prospect should buy. 

One man of broad sales experience requires the an- 
swer to three questions before he begins to plan a 
sales presentation on a new proposition. He asks what 
advantage is most apparent and therefore most quickly 
accepted by the prospect. Then he must know which 
advantage is really the most important. Finally he 
asks for the most dramatic sales point. With the an- 
swers to these three questions he builds a prospective 
sales demonstration. He opens with the most apparent 
and easily understood sales point; he builds the body 
of his sales argument to get the most important ad- 
vantage clearly understood, and he uses the dramatic 
sales point as a closing argument to get the order. 

Build a sales presentation along these lines, then go 
out and try it on several prospects. Watch its effect 
carefully and try to discover its weakness. Then build 
another and test it carefully. It is probable that you 
will have to try a score of carefully planned sales dem- 
onstrations before you find the one that will get a 
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satisfactory percentage of orders from a given number 
of prospects. 

When you have worked out an effective presentation 
you have a standard that should be followed by every 
salesman. I know that many salesmen balk at a stand- 
ard sales demonstration. They insist that it makes 
parrots of them and that they have no chance to use 
their own supposedly powerful persuasive talents. If 
the salesman who voices this objection is intelligent he 
can easily be won over. A few weeks’ test of the proven 
presentation will convince him that it is superior to the 
old “catch-as-catch-can ”” method. He will also find 
that he has plenty of opportunity to express his per- 
sonality in using a standard presentation. The man 
who will not accept it, who insists on going ahead in 
his own way in face of the facts, will never get far 
as a Salesman and may as well be dispensed with now 
as later. There is one best way to present any sales 
proposition to the average prospect. Why let a dozen 
salesmen stumble around with a dozen different pres- 
entations and lose prospects that could have been sold? 

There is a difference in salesmen, of course, and this 
must be carefully considered in working out the pres- 
entation you expect to use. It is easily possible that 
the president of a concern can sell effectively with a 
presentation that would fail utterly in the hands of a 
cub salesman. The plan must not only fit the prospect, 
it must fit the sales force. An exceptional salesman 
may be able to stick a catalogue in his pocket and go 
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out and make sales. The average salesman may re- 
quire a life-sized sample and a motion picture machine 
to get the same results. If you cannot find enough 
high grade men to sell on the plan you have worked 
out, perhaps you can change the plan so that a less 
experienced and less expert man can sell it. 

A great life insurance organization had difficulty in 
finding men who could sell in their highly competitive 
field. But, there were plenty of men who wanted to 
sell, so they changed their sales plan to fit the abilities 
of ordinary salesmen. To-day they are getting results 
without “ high pressure ” men and they have built the 
largest sales force in the world. They have 14,000 
salesmen! 


Hiring Ten Men To Get One Salesman 


Another reason for the high cost of selling will be 
found in the generally accepted fallacy that almost any 
man who evidences a desire to sell is therefore a sales- 
man, and that any salesman can sell any proposition. 

I may want to be a doctor but that does not qualify 
me to start practicing medicine on the unsuspecting 
public or I may want to be a lawyer but the “ wish” 
does not admit me to the bar. And there is quite as 
much to learn about selling as there is to learn about 
medicine or about legal procedure. New men are now 
receiving a condensed course of training in practically 
all large sales organizations, and the process of educa- 
tion and development is carried on more or less con- 
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tinuously after they actually begin to sell. Every new 
salesman in one organization completes his course in 
the home office and then spends his first month in the 
field with an experienced man. He has a chance to see 
the principles he has learned put into actual practice 
and he absorbs much sales technique in watching the 
successful salesman sell. The clinic idea is sound. If 
it were more generally used, selling costs would be 
lower. 

But even with the most scientific and carefully 
planned training, all men cannot sell. Many of them 
were never meant to be salesmen and no amount of 
training will develop what isn’t there to begin with. 
At the same time the training costs money; so it is 
wise to weed out the unlikely prospects before you 
have invested time and money in them. 

The “size up” of a prospective salesman by an 
experienced sales manager will eliminate many appli- 
cants. In our own business we add to this a physical 
examination. It is exactly the same examination used 
by insurance companies and if an applicant cannot pass 
an examination for insurance, we prefer not to invest 
our money in him. If he is not a good risk for an 
insurance company, why should he be a good risk for 
your business? 

The sales school will eliminate a few more who 
either decide that they do not want to go ahead, or 
demonstrate their inaptitude for selling your particu- 
lar product or service. The successful graduates then 
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go into the selling field, and there is still another divi- 
sion between those who do not make a go of it and 
those who succeed and develop into profitable and 
effective salesmen. When the process is completed, it 
will be found that only a small percentage of the orig- 
inal applicants eventually develop into satisfactory 
salesmen. 

When you realize that the average business hires a 
dozen men, sets them to calling on prospects, and con- 
tinues to carry them as long as they will stay, it is 
small wonder that sales costs are high. One good sales- 
man is carrying nine others who are not effective, or at 
least not anywhere near as effective as they should be. 
It is probable that over one-half of the men who make 
up the composite sales force of America to-day are 
not salesmen at all. They should be doing something 
else! 

An Appropriation For Salesmen 

Facing an almost continuous problem in adding the 
right sort of salesmen to our force, we have considered 
these facts and developed a definite plan. Past expe- 
rience in hiring and developing men has given us a 
basis of averages in each step of the process. Out of 
one hundred applicants we know that a certain per- 
centage will pass the sales department on the personal 
interview test. Of those who are acceptable after this 
interview, a certain percentage will pass the physical 
examination; these are ready for the sales school. The 
course of training will graduate a definite percentage 
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who are ready to start in the sales field. Six months 
later a percentage of these men will be established and 
be well on the way toward being permanent and profit- 
able salesmen. I have not the exact figures as I write, 
but we will assume that this process of elimination will 
find ten good salesmen in a hundred applicants. If we 
want to add fifty men to our sales force, we therefore 
know that we must receive and handle five hundred 
applicants to find them. 

This process of examination and elimination is ex- 
pensive, and the training costs money, but it is infi- 
nitely cheaper than guessing at it and putting the first 
fifty applicants to work. The ten successful men more 
than pay for the time and effort expended on the hun- 
dred. It may seem at first to be a cold-blooded 
method but it is really nothing of the sort. By not 
accepting a man who would eventually fail on our 
particular proposition we are not only saving ourselves 
needless expense but we are saving that man time and 
disappointment. 

The cost of developing salesmen under this plan has 
been carefully worked out and we not only know how 
many applicants we must interview to get a given num- 
ber of successful salesmen but we know what it will 
cost to put the successful man in the field. When we 
decide to make additions to the sales force, an appro- 
priation is set aside for the purpose, perhaps $50,000 
is loaned to the sales department for finding and de- 
veloping a required number of new salesmen. The 
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money is spent in advertising, in interviewing and ex- 
amining, and in training a given group. Later when 
the selected men are in the field, a percentage of their 
sales is credited back to this original fund and it is 
finally replenished, ready to develop more men, or to 
be returned to the treasury. 

In our particular case we keep the sales of the new 
man segregated for the first six months that he is sell- 
ing. His total business during this period, less the ac- 
tual cost of the merchandise, is then credited to this 
development fund. On this basis it becomes a revolv- 
ing fund, replenished and perhaps expanded at least 
once every six months, to be used again to develop 
more new salesmen. 

The advantage of this plan is apparent when you 
realize that a successful sales force cannot be built 
overnight. In many businesses a salesman does not 
reach his maximum capacity for several years. His 
experience and natural development make him a better 
and better salesman. This is the real basis for a sys- 
tem of sales quotas that demands a continuous increase 
in results. If a salesman simply maintains the per- 
formance of the previous year without showing a gain, 
he is really slipping back. He has either stopped grow- 
ing or has quit working. Capacity should grow with 
performance. 

It costs much money and takes years of time to 
build a really successful sales force. You should make 
a definite appropriation and operate a revolving fund 
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so that this important work can go on unhampered and 
so that it will not absorb funds which should be used 
in some other division of sales activity. 


The Sales Manager’s Job 


Once the men are hired and trained, it is the sales 
manager’s job to keep them happy and producing. His 
men must work because they want to work and not 
because they are being driven. Again we will win by 
facing the facts. 

If a salesman feels that the constant request for 
more business is inspired by a blind desire for in- 
creased sales on the part of the management, he will be 
inclined to resent the demand and feel that he is being 
abused. If on the other hand the management has set 
a scientific quota for the territory, a quota based on 
what other men are producing under exactly the same 
conditions, the salesman will accept the task as rea- 
sonable and will go at it with enthusiasm. Use sound 
quotas based on the facts. The game and the contest 
are sound selling aids. They appeal to natural in- 
stincts, they make a sport of what otherwise might 
seem like tiresome work. They generate the sort of 
contagious sales enthusiasm which overcomes resist- 
ance and carries on to larger volume and commissions. 

In order to direct a sales force intelligently, the 
sales manager must have the facts at all times. He 
must know what every territory should produce, he 
must know what it is producing and he must be fa- 
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miliar with any special condition, either in the territory 
or in the man, which affects the situation. The day 
of the bulldozing sales manager is gone. Men are 
directed, quotas are reached, and sound distribution 
is built on a solid foundation of facts. 


A Second Sales Manager? 


This brings us to a vital point in management. 
Most sales organizations are busy developing prospects 
into customers. They are interested in selling the man 
who has never bought before. They spend their time 
and energy on those who are not now customers. The 
result is that new purchasers are developed and that 
old customers are lost. What is being poured in at the 
top is running out at the bung. On this basis the sales 
department is running on a treadmill. There is much 
exertion and activity, but there is little real progress. 

Yet present customers offer a tremendously rich 
sales field. Many of them are not buying the full line 
or are buying but part of their requirements from you. 
The part buyers should be developed into full line 
buyers. Nor is this difficult; for it is easier to sell a 
man who is already doing business with you than it is 
to open negotiations with a stranger. The facts on 
your present customers will open your eyes to a new 
sales field. 

Then there are the buyers who are counted as good 
customers but who somehow slip away. ‘The loss is 
not noticed until someone happens to think of Brown 


164 ASSURING BUSINESS PROFITS 


and Company and wonder about them. A reference to 
the records reveals the disconcerting evidence that 
Brown and Company have bought nothing for a year 
and a half! A personal letter to Mr. Brown uncovers 
a misunderstanding eighteen months old. Even if 
the difficulty is now straightened out, business has 
been lost and, if Brown and Company have developed 
satisfactory relationships with other sources in the 
meantime, it is possible that the business is gone 
forever. 

The answer is a second sales manager —a sales 
manager for customers — who will keep and develop 
the old friends while we are busy trying to make new 
ones. 

The direction of the salesman’s efforts can be han- 
dled effectively by classifying all sales as A, B or C 
business. “A” business includes all sales to new cus- 
tomers; ‘‘B ” business covers all sales of new or addi- 
tional lines to old customers; ‘‘ C” business represents 
repeat orders from old customers. It will be seen from 
this classification that the Sales Manager for new busi- 
ness devotes his attention largely to “‘ A” business or 
the development of new accounts while the Sales 
Manager for customers confines his attention to “ B-” 
and “ C ” business. 

The individual salesman can be directed to spend a 
definite portion of his time on each class of business 
and his quota may be arranged to include a definite 
goal in each classification. The first month that this 
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plan is applied, it will be found that previous effort has 
been unbalanced. One salesman may enjoy the de- 
velopment of new accounts and it will be found that he 
has been spending almost all his time on this division; 
while another man may prefer to call on old customers 
with the result that new business in his territory has 
been neglected. 

Your particular sales problem may require a differ- 
ent plan and a different classification but it will pay 
you to segregate your various markets —old and new 
—so that important sales opportunities will not be 
overlooked. 


Have You A Sales Engineer? 


Harvey S. Firestone says, ‘‘ No business can succeed 
unless it is constantly revising its product, not only to 
meet the actual demands of to-day, but also the poten- 
tial demands of to-morrow.” ‘This not only applies to 
the product itself but to the sales presentation and the 
method of distribution. 

Safety razors are being sold in tobacco stores, auto- 
mobile tires are carried by hardware dealers, and the 
evolution of the apothecary shop, which dealt in chem- 
icals, to the modern drug store which handles almost 
every conceivable form and kind of merchandise, testi- 
fies to the ingenuity of certain manufacturers for find- 
ing new outlets for their merchandise. The drug store 
has been a favorite because it is open evenings and on 
Sundays. 
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The sales of many businesses have been multiplied 
by the discovery of a new use and market for the 
product. Often the present line is applied to a new 
purpose, perhaps it is changed slightly for a broader 
application; in many cases a by-product is developed 
that quite eclipses the old line. 

If you are to hold your place in your industry, if 
you are to expand your market, if you are to improve 
and reduce the cost of your distribution, it is necessary 
that considerable time and thought be put on what 
may be called sales engineering — the business of im- 
proving the product from the sales point of view, of 
bettering and developing new sales methods, of finding 
new uses and new markets and of reducing selling 
costs. 

You may call this your Sales Promotion Department, 
or by any other name that pleases you, but experi- 
mental work in selling is as important as it is in manu- 
facturing. Set aside a certain percentage of your sales 
budget for finding the better way of getting your goods 
from the factory to the consumer. The investment will 
probably prove the most profitable one you have ever 
made. 

The problem presented by the rising tide of selling 
cost is not so serious as it might be; for there are so 
many loose links in the chain of distribution. There 
is much room for improvement that will cut costs and 
increase profits without sacrificing anything that is 
worth while. 
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Get the facts on the product and the market. Find 
the best plan of sales presentation for your product or 
service. Select and develop men who can sell effec- 
tively in your particular sales field. Direct their efforts 
on a sound basis of fact. Hold your old customers 
while you are developing new ones. Work steadily for 
better product, better presentation, better distribution, 
and keep an eye open for new opportunities directly 
related to your present activity. Do these things and 
the high cost of selling may bother your competitor, 
but it will not worry you. 


SALES CONTROL 


Successful sales plans are built on a solid foundation of 
facts. More facts will lead directly to more effective and 
more economical distribution. That is why the classifica- 
tion of essential records for the sales department embraces 
more divisions of data than that of any other, save possibly 
the accounting department itself. 

Examine the records of your sales department and see 
whether they supply data on the following important classi- 
fications of information. 

1. The Budget. This record, an element of the general 
budget, shows the allotment made by the management for 
the operation of the sales department. Commitments are 
entered as they are made and the current balance available 
is carried for ready reference. 

The budget control not only guards against financial em- 
barrassment but stands as a constant demand for increased 
returns on every dollar spent in sales effort. 
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2. Prospect Record. If your merchandising has been 
properly planned, all known prospects are listed with more 
or less detail about each individual situation. This record 
may also show salesmen’s calls and the result of interviews 
together with sales correspondence with the prospect. The 
more detailed this information, the more intelligent the 
direction of the sales effort. 

3. Customer Record. This record may be similar to the 
prospect record except that quotations, orders, and further 
information regarding needs and present sources should 
also be added as the contact is developed. In many busi- 
nesses this customer record is carried only by the account- 
ing or service department, but since present customers offer 
a primary market both for re-orders and for the purchase 
of new lines, it is primarily a sales record and should be 
followed carefully by the sales management. 

4. Service Record. This differs from the customer rec- 
ord in that it covers installations, repairs, charges for serv- 
ice and similar details. The classification may be either by 
customer or by product or installation. The service record 
often shows facts valuable to the sales department in its 
contact with the customer. 

5. Branch Office Record. This classification covers data 
on sales and sales costs by branch offices together with 
quotas and percentage performance. It may also embrace 
data on sales by lines of merchandise if these facts lead to 
more intelligent direction from the home office. The num- 
ber of branch salesmen and sales overhead may also be 
shown. In any large sales organization, these branch office 
records are exceedingly important. 

6. Salesman’s Records. This classification shows quotas, 
sales, commissions, and sales costs for the individual sales- 
man. It may also classify his sales by lines and carry any 
other information needed by the management in the direc- 
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tion of the individual salesman. If branch offices are re- 
sponsible for sales in their respective territories, these rec- 
ords may be kept at the branch office for the men working 
in that territory. Effective sales management is impossible 
without facts on the past and current performance of each 
salesman. 

7. A. B. C. Records. This type of classification is be- 
coming increasingly popular with the more progressive sales 
executives. It classifies the quota and performance of each 
salesman on the following basis: “ A,” new business to new 
customers, “ B,” new or additional lines of merchandise sold 
to old customers, “ C,” repeat orders to old customers. In 
well balanced merchandising each salesman should bring in 
a portion of each type of business. If left to his own direc- 
tion, however, the average salesman will show a preponder- 
ance of business in one class at the expense of the others. 
“A,” “B,” and “C” quotas help to correct this situation. 

8. Route and Call Records. In the direction of the in- 
dividual salesman, route and call records are also effective. 
A classification of customers and prospects as to location 
and the assignment of certain calls to be completed by defi- 
nite dates saves time for the salesman and makes sure that 
the field is being covered completely. 

g. Analysis by Lines. A home office analysis of sales by 
lines and types of merchandise provides valuable informa- 
tion on changes in demand and supplies, the facts upon 
which future merchandise campaigns may be planned. If 
sales costs are set against each line or kind of merchandise 
handled, you can see at once which are producing the profit 
and which are being sold at a small profit or possibly at a 
loss. : 

10. Analysis of Competition. It may also prove profit- 
able to make a study of competition and carry records 
showing a comparative analysis thereof. Such information 
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interpreted intelligently will often suggest changes or im- 
provements in product, sales terms, or presentation, that 
will lead directly to lower sales costs. 

The sales department cannot get too many facts about 
its product and its market, but be sure that these facts are 
organized in usable form, and that they are used. 


CuHapter IX 
COLLECTING YOUR PROFITS 


Credit Control 


EVERAL hundred million dollars will be added to 
net profits each year if American business men 
will learn two fundamental truths about credit. 

The first of these immutable, but apparently neg- 
lected, principles is that merchandise is money — it is 
even more than that — it is profit. A factory has been 
financed and equipped, merchandise has been manu- 
factured, money has been invested in advertising and 
selling, orders have been taken and goods have been 
delivered. The work has all been done and the cus- 
tomer owes a thousand dollars. If he does not pay 
this thousand dollars, it is subtracted directly from the 
net profits of the year; it is exactly as though a thou- 
sand dollars in gold had been drawn from the profit 
account and given or thrown away. 

The average business man does not believe this, or 
at least does not think of it in this way, because he has 
made the product and figures that it has cost him some- 
thing less than the selling price. He does not look at 
a thousand dollars’ worth of his own merchandise as he 
would at a thousand dollars in gold eagles. He con- 
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siders it as worth something less than cash, and in 
many cases treats it as though it were worth nothing at 
all. But the fact remains that losses from bad debts 
are subtracted directly from the profit account and 
they are subtracted dollar for dollar. The banker who 
loans actual money is very careful to protect himself 
against loss; he values his loan at its full worth, and is 
ready to collect it promptly when it is due. The 
merchant or manufacturer delivering merchandise on 
credit should consider it in exactly the same light, 
should take the same precautions, and should be care- 
ful to collect as promptly. He is not loaning merchan- 
dise that has cost him something less than the sales 
price; he is loaning actual future profits and if he does 
not collect what is due him, he is taking actual cash 
out of his treasury. 

The second fallacy prevalent in present credit prac- 
tice has to do with the viewpoint of the seller in 
considering and judging his credit risks and in deter- 
mining his credit extensions. The common practice 
attempts to arrive at the buyer’s present condition and 
financial responsibility. Lines of credit for various 
customers may be determined at the beginning of the 
year or may be set at the time the sale is made. Asa 
matter of fact, the value of the account depends upon 
the debtor’s condition, not at the first of the year or at 
the time the purchase is made, but at the time the 
account is due. Conditions change constantly and the 
buyer who is in sound financial position and is both 
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able and willing to pay at the first of the year may be 
in very different circumstances six months later when 
the account is due and payable. This is no reflection 
upon the buyer or upon his intentions; it is due to 
changes in the business weather. Most merchants and 
business men plan to pay their bills out of current 
receipts. If local business declines and sales fall off, 
if local collections are slow, if for any reason cash 
receipts are not up to expectations, a perfectly honest 
business man may find himself financially embarrassed 
and unable to meet his obligations. 

If business has increased between the time the ex- 
. tension is made and the time the account is due, the 
same business man is excellent pay and could, as a 
matter of fact, take care of a much larger extension. 
The actual financial position of every credit buyer 
changes constantly as his own business moves toward 
prosperity or depression. The seller should not only 
get all the facts he can on the buyer when the order is 
placed but should also anticipate, so far as is possible, 
the changes that may take place between the time the 
goods are sold and the time the bill is payable. Credit 
should be extended on the debtor’s probable condition 
at the time he will face the necessity of paying his bill. 

When this principle is taken into consideration, the 
credit position of every buyer undergoes a change. If 
a recession in business is indicated in the general busi- 
ness situation or in local business conditions, the stand- 
ing of the oldest customer is weakened and he should 
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not be allowed to buy more than he can reasonably be 
expected to pay for. Likewise an impending improve- 
ment and increase in general business means that many 
buyers who cannot now furnish an absolutely satis- 
factory financial statement will be able and willing to 
pay two or three months from now. A consideration 
of this principle will lead to better business and 
prompter collections. 


Sound Credit Extension 


The credit department of any business is actually 
the banking department of that business. It is really 
a small bank in business to loan money to the firm’s 
customers. 

Procedure in the credit department should therefore 
follow closely the practice of the banker. Dun’s and 
Bradstreet’s furnish a general rating on the buyer. A 
special report in addition to this book rating will sup- 
ply more details. The local bank is usually in position 
to give an accurate and valuable estimate of the 
buyer’s ability to meet his obligations as well as his 
habits of payment. Lately these valuable sources of 
information have been supplemented by the growing 
practice of exchanging credit information. A few 
years ago credit managers were secretive about their 
experience with their customers. They considered it 
their own private information and one credit manager 
would no more think of supplying information on a 
customer to another than he would think of throwing 
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the day’s receipts into the waste basket. To-day it is 
quite different, for the more progressive credit men are 
glad to exchange information, even with competing 
firms. They have come to see that they must stand 
together for mutual protection and benefit, and that 
the practice of letting the other fellow discover the 
peculiar financial habits of a buyer to his own sorrow 
is an exceedingly short-sighted procedure. 

The analysis of all available facts in determining a 
credit extension is common sense and sound business. 
If the buyer answers questions grudgingly or resents 
the apparent inquisitiveness of the seller, it simply 
shows that he does not understand the nature of the 
transaction. He would not expect his bank to loan 
him money without a complete financial statement and 
a careful examination of his business. Why expect a 
business house to loan him money in the form of mer- 
chandise without these same facts? 


How Much Should The Credit Man Lose? 


When these facts have been collected and analyzed, 
it is necessary to calculate and allow for the change 
that may be expected to take place between the sale 
and the due date. But does this eliminate the pos- 
sibility of loss? 

A young man entered credit work a few years ago 
with an acute sense of his responsibility. He went 
after the facts and analyzed them carefully. When 
there was any question about the applicant, he turned 
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the sale down. At the end of the year he had a per- 
fect record — he had not lost a single dollar for his 
firm. He was extremely proud of this performance 
and took pains to see that it came to the attention of 
his General Manager. ‘This gentleman reacted to it 
in rather startling fashion —he fired the credit mana- 
ger! He did this because he was convinced that a 
credit man who had not lost a single dollar in a year 
had driven away thousands of dollars’ worth of per- 
fectly good business. 

The term “ credit risk ” means exactly what it says, 
— the risk is always there. The credit manager who 
insists on a perfect statement will have to turn down 
much good business, since perfect statements are few. 
He must gamble, — he is probably the most legitimate 
gambler in any business, — but if he is wise he will 
gamble on the facts. 

The percentage of loss varies with the type of busi- 
ness. A commission merchant or broker doing a tre- 
mendous volume of business on a small margin must 
keep losses very low, but a manufacturer making and 
selling a long profit specialty can afford to carry a 
much larger risk. If a more liberal credit policy for 
instance will increase sales 20% and double the losses 
from bad debts, it may still be good business to go 
ahead. We may assume that profits have been 10% 
and that credit losses have been 1%. If we increase 
gross business from $100,000 to $120,000 we increase 
profits from $10,000 to $12,000. Even if credit losses 
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double and climb to 2%, they only increase from 
$1,000 to $2,400. We therefore have added $2,000 
and have subtracted $1,400, leaving a net gain on the 
operation. 

Character of merchandise must also be considered. 
If it is perishable or subject to heavy depreciation if 
left on the shelves it may be much better to convert 
it into accounts receivable even on a very liberal credit 
basis than to hold it and absorb a heavy inventory loss. 
I was visiting once with Gordon Selfridge of London 
when he made the following statement: “ Assets in the 
form of accounts receivable are more valuable than 
merchandise on the shelves.” He obviously considers 
accounts receivable as money and would rather take 
chances, if necessary, on collecting them than to hold 
merchandise and suffer inventory loss because of style 
and price changes. 

Conditions differ in various lines of business but it 
is probable that the average credit manager, conduct- 
ing his work intelligently, will lose about one-half of 
1%. The loss will not represent an intentional 
“chance taking” but will result from error in judg- 
ment or from circumstances impossible to anticipate in 
a small percentage of the business accepted on a care- 
ful analysis of the facts as they exist. 

It may sound like a paradox but an elastic policy in 
granting credit is usually more profitable than the rule 
of thumb methods of demanding certain ratios and 
relationships between assets and liabilities before any 
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allowance can be granted. The formulae generally ac- 
cepted and used in measuring credit risks are valuable 
as a guide to the credit manager’s judgment, but as a 
mathematical factor in arriving at the proper allow- 
ance they are decidedly dangerous. The human ele- 
ment has much to do with the ability and inclination 
to pay. Unfortunately it does not show directly on 
the balance sheet. Nor do these venerable yardsticks 
measure the all-important changes in business condi- 
tions. The able credit manager will gather his facts, 
analyze them carefully, add the experience of others, 
and will consider the intangible factors in the situation. 
Then he will set his allowance. In some cases he may 
appear to be unusually generous, almost foolhardy, 
while in others he may seem to be exceedingly cautious, 
but if he is competent, he will do right more than 99% 
of the time. 


Why Encourage Slow Pay? 


When the allowance has been decided upon and the 
goods have been sold, the matter passes from the credit 
to the collection department. It is now an account to 
be collected when it is due, and if it is not collected, 
the cash comes out of profits. 

It seems ridiculous to suggest that many credit and 
collection departments are encouraging slow pay, but 
that is exactly what they are doing! Suppose that you 
are in business and are buying regularly from The 
Brown Corporation. You have always paid promptly 
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as bills have become due. But business suddenly falls 
off and receipts shrink alarmingly, so that you are un- 
able to remit on the due date as you have been in the 
habit of doing. You wait ten days and nothing hap- 
pens. Apparently The Brown Corporation does not 
know that you have not paid your bill, or perhaps does 
not care whether you pay promptly or not. You delay 
again the next month and discover that nothing hap- 
pens. You change your policy and plan to delay pay- 
ment of amounts due The Brown Corporation because 
you can use the money in your business and they do 
not seem to need it in theirs. The Brown Corporation, 
perhaps feeling that they were being lenient in not 
calling your discrepancy to your attention, or perhaps 
not paying any attention to the delay, is not winning 
your undying gratitude but is making a slow pay cus- 
tomer out of one who has always paid promptly. They 
might just as well have written the following letter: 
“Your payment due to-day was not received. Never 
mind. Pay any old time it is convenient.” 

The buyer cannot be expected to show more respect 
for your account than you yourself show for it. Lax- 
ity in allowing accounts to run past due dates is noth- 
ing more nor less than the encouragement of slow pay. 


Speeding Up Collections 


The possibility of oversight and neglect can be 
avoided by adopting a simple collection tickler. All 
charges entered in the ledger are also listed on the 
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collection tickler according to the date upon which they 
are due. It makes no difference whether the extension 
is for thirty, sixty, or ninety days, the due date is 
calculated and the item is listed for attention on that 
date. At the beginning of every business day, this 
tickler presents a list of all accounts due and payable 
on that date. If payment is not received, a polite 
letter to the debtor calls his attention to the oversight. 
It may have been intentional or it may have been acci- 
dental, but the letter indicates clearly that you are 
considering the account worthy of prompt attention. 
The plan effects prompt collection of a large number 
of accounts which might otherwise develop into slow 
pay. 

This same tickler also enables the credit manager to 
render a definite and valuable service to his manage- 
ment. A survey of these daily cards for any given 
week or month will show the total of accounts falling 
due during the period and presents a basis for the esti- 
mate of collections. If experience shows that 90% 
of your accounts pay promptly, then 90% of the 
amount shown on the collection tickler cards can be 
counted on in estimating cash receipts. 

It is also sound practice to supply the management 
with a monthly report showing the total of accounts 
not yet due, those due during the next thirty days, 
those due in sixty days, and those due in ninety days, 
together with the total of accounts past due. These 
figures enable the financial department to estimate 
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income for any given period and to plan accordingly 
in financing. 
Good-Will vs. Losses 

This brings us to the matter of past due accounts 
and the policy that should be followed in handling 
them. Many large and prosperous businesses have 
been extremely lax in collection work on the theory 
that the debtor might resent active measures and that 
the good-will of the concern would thereby suffer. If 
there is a dispute regarding the account or if the debtor 
has been unfortunate and is therefore unable to meet 
his obligations at the moment, every consideration 
should be shown and a satisfactory settlement agreed 
upon. But where the debtor simply refuses to pay 
what is justly due and fails to give satisfactory or rea- 
sonable explanation for the delay, an active procedure 
for collection should be started at once and pursued 
diligently. The “ good will” theory of allowing the 
debtor to avoid payment is fallacious, for what is the 
good will of a man who does not pay his bill worth any- 
way? He owes you money and he knows it. He does 
not go around recommending you to all his friends 
simply because you are lenient. If he recommends 
you at all, it will be with the advice that you are 
“easy.” So far as good will and respect are concerned, 
the buyer will think more of you if you go about the 
collection of what is due you in a straightforward and 
businesslike manner than he will if you apparently 
forget that you have money coming to you. 
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Strictly speaking, every account on your books be- 
gins to shrink as soon as it comes due and we may as- 
sume that six years later, when it is “outlawed,” in 
many states, it has shrunk to nothing at all. If you 
actually reduced the amount of each of these past due 
accounts every day to allow for this shrinkage, the 
necessity for immediate and systematic action would 
be apparent. Actually the shrinkage goes on but we do 
see it. 

To guard against this loss the more progressive con- 
cerns have adopted a regular procedure on all past due 
accounts. They are followed up by letter or by a 
representative of the concern for a certain period. If 
they are not collected, or if settlement has not been 
definitely arranged within a certain number of weeks 
after the due date, they are forwarded to a local at- 
torney or collection specialist for immediate and per- 
sonal attention. 

It is not exactly logical, but the man who is unable 
to meet all of his obligations is inclined to satisfy those 
that are making the most insistent demand. In this 
matter the proximity of the creditor or his representa- 
tive seems to determine the urgency. The debtor will 
pay his local creditor first and will delay longest. on 
those he is not likely to meet on the street. The dis- 
tant creditor thereby suffers. When the account is 
placed in the hands of a local attorney or collection 
specialist, it immediately becomes both local and ur- 
gent. A prompt collection is often effected where long 
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range negotiations would only delay matters and per- 
haps finally prove fruitless. It is good business to 
forward past due accounts before they have shrunk to 
one-half or one-fourth their original value. 


Sales vs. Credit Departments 


This discussion of good-will versus losses introduces 
another and more serious conflict frequently encoun- 
tered in credit work. The ancient feud between sales 
and credit departments is still waged bitterly in many 
businesses. The sales force feels that the credit de- 
partment is doing all it can to queer the sales it works 
so hard to get, and the credit department is convinced 
that the selling force would give the entire business 
away within a month if it were allowed to do so. The 
difficulty is due to a mutual lack of understanding. 

The salesman is naturally interested in selling. He 
wants to make friends and labors to bring new cus- 
tomers to the business. After he has worked consist- 
ently and faithfully and has finally completed a 
difficult sale, it is disheartening to have the credit 
department turn down the order. Many salesmen feel 
that such a decision has been made blindly and that 
the salesman who has visited the customer has seen 
his place of business and has talked with him is better 
qualified to judge credit risk than someone at the home 
office. Perhaps he is right, but it is not safe generally 
to accept a salesman’s judgment in the matter of credit. 
He is perfectly honest but the very nature of his work 
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and his habit of positive enthusiasm unfits him for the 
careful and calm judgment demanded in credit work. 
He is biased in spite of anything he can do and should 
recall that fact before censoring the credit department 
too severely. 

The credit man, on the other hand, is prone to erect 
defensive armor against the supposed attacks of the 
sales department and becomes overzealous in protect- 
ing the financial interest of the business at the expense 
of courtesy and consideration. If a new applicant for 
credit is to be accepted, why not make him feel that 
you are glad to accommodate him and avoid the im- 
pression that you do it grudgingly? If he is to be 
denied the credit he has asked for, why not make him 
see that you are sorry not to be able to extend it rather 
than to give him the impression that you take positive 
delight in turning him down? 

It is probable that there is too much “ customer” 
and too much “ debtor ” in the viewpoint of both de- 
partments. The sales force looks on every man, re- 
gardless of his rating, as a possible customer. He is 
valuable and is to be cultivated. The credit depart- 
ment is likely to look at the buyer as a “ debtor ” who 
must be watched closely if loss is to be avoided. The 
divergence of these viewpoints is most apparent in 
correspondence from the two departments of the same 
concern to the same customer. They differ in tone and 
suggest that neither is a true expression of the attitude 
of the seller toward the buyer. 
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Much of this misunderstanding could be avoided if 
the credit department absorbed a little more of the 
“customer ” viewpoint and if the sales department 
were aware of the fact that a man who is a buyer may 
also be a “ debtor.” 


Sound Credit Procedure 


The credit department is really a bank. It is doing 
a banking business in loaning money in the form of 
merchandise to the customers of the business. These 
loans should be made only on a sound analysis of the 
facts and a careful estimate of the effect of coming 
changes in business conditions on the buyer’s situation 
at the time the loan is due. This viewpoint will lead 
to a more scientific extension of credit and the elimina- 
tion of many of the losses that are now subtracted di- 
rectly from profits. 

Collections will be speeded and losses reduced if 
accounts are handled systematically and followed up 
promptly. Delays are invariably expensive. You win 
good will by collecting what is due you in a straight- 
forward and businesslike manner. 

Finally, the business will progress more rapidly when 
both sales and credit departments realize that they are 
both a part of the machinery of distribution which is 
faced with the problem of getting the product from 
factory to user as inexpensively as possible. Every 
buyer is a customer but there is no profit on the sale 
until the bill has been collected. 
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CREDIT CONTROL 


If you are to avoid losses and collect what is due you 
without needless delay, certain facts are necessary, before 
and during the life of each account. The necessary data 
may be classified broadly as follows: 

1. The Credit and Collection Budget. The expense of 
operating the credit and collection department may be in- 
cluded in that of the general office or may be handled sepa- 
rately. As in all other budget control the allotments are 
entered as made with commitments deducted and credit 
balances showing. 

2. Credit Information Record. Here all information re- 
garding the applicant for credit is listed for consideration 
in determining the proper extension. The details regarding 
his business and its condition, a list of his references to- 
gether with reports from them are shown. The credit rat- 
ing of Dun’s, Bradstreet’s, your trade association, and a 
report by the local bank may also be included. This is a 
permanent record and supplies the facts necessary for sound 
credit extension. 

3. Credit Authorization. This classification covers a cur- 
rent record showing the amount of credit authorized for 
each customer. In the large department store this informa- 
tion is kept in accessible form so that it may be referred to 
quickly in passing each credit sale. In other businesses it 
may be combined with the current ledger card so that it 
appears with the statement of the account itself. The 
amount of this authorization may be increased or decreased 
from time to time as conditions change. 

4. Installment Record. If installment business is han- 
dled, a special record is necessary for the following and 
crediting of installment payments. It may show the terms 
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of the original sale together with a copy of the contract. 
The history of the transaction is complete showing the 
date on which each payment is due and the dates on which 
the payments have been made. The frequent reference 
necessary and the time required to complete the transac- 
tion make it advisable to handle installment sales independ- 
ent of ledger accounts. 

5. Collection Tickler. Prompt pay on the part of cus- 
tomers can be encouraged by the operation of a collection 
tickler. Each account receivable is entered ahead on this 
record and appears on the date upon which a payment is 
due. If it is not received on that day, the matter can be 
followed up immediately with a reminder. Your prompt 
attention in the matter will lead your customer to an equal 
respect for the account. This collection tickler is also 
useful in estimating collections during the next 30, 60, and 
90 days. 

6. Collection Record. If an account is not paid when it 
is due, it goes to the collection department and is handled 
through a collection record which carries the details of the 
transaction, the amount owing, the date due and records 
the various steps in the process of collection as they are 
made. If it is necessary to forward the claim to a local 
representative for collection, this information is also 
entered. 

Remember that your credit department is doing a bank- 
ing business with your customers, that you are loaning 
money in the form of merchandise, and that your record 
system should be as accurate and business like as that of 
any other bank. 


CHAPTER X 
JUDGING THE BUSINESS CURRENTS 


Watching Outside Conditions 


T may not be of any special help to know that a 

certain box is loaded with dynamite. The news 
that it is highly explosive may not be pleasant. But if 
it does contain dynamite, it’s a mighty good thing to 
know it. The information is conducive to prolonged 
life. A thorough knowledge of fundamental business 
and financial conditions is valuable in much the same 
way. It may or may not lead directly to a generous 
increase in profits but it is likely to avoid serious and 
disastrous loss. 

The only thing that is constant about the business 
weather is a continual state of change. General busi- 
ness conditions to-day are either better or worse, either 
more favorable or less favorable than they were yes- 
terday, than they will be to-morrow. The composite of 
factors, interests, influences and trends that goes to 
make up the total of activity which we call general 
business is a living and moving thing. It is like a 
great tide upon which hundreds and thousands of busi- 
ness ships are sailing. Sometimes it is rising and some- 
times it is falling. At periods the current is flowing in 
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and carrying the host of small craft with it; at others 
it is flowing out and the pull is in that direction. Fre- 
quently it carries its thousands of boats toward clear 
water where sailing is easy. Again it turns suddenly 
and impels them toward dangerous reefs and rocks. 

The captain of a ship, who knows his profession as 
a navigator, can make progress in all sorts of seas and 
all kinds of weather. He takes advantage of the favor- 
able currents to speed his progress and plans to protect 
himself when the currents and winds are running 
against his course. If he is an experienced sailor, the 
adverse trends do not hinder him much, but the sailor 
who tries to navigate without a knowledge of the tides 
and currents— who sets out for port ignoring the 
weather entirely — is very likely to meet with mishap. 
It is much the same in business, because every venture 
from the corner store to the giant corporation is di- 
rectly affected by these changes in the general business 
weather. It is exceedingly dangerous to ignore them 
by leaving them out of the calculations which result 
in the plans and policies by which the business is to be 
steered. 

The matter of making a consistent profit would be 
much simpler if you could ignore these changes and 
spend all your time and attention on perfecting the 
inside working of the business, but this is not possible. 
Every undertaking reaches out into the general busi- 
ness field and must be affected by changes in outside 
conditions. If you buy materials, the price you must 
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pay is determined by the ratio between the supply of 
the material available and the demand for it. If new 
buyers are entering the field, if general demand is in- 
creasing without a corresponding increase in the sup- 
ply, you must pay a higher price for what you need. 
Conversely if general conditions are hindering or cur- 
tailing the operations of other buyers, the demand is 
lessened and you may buy at a lower price. 

If you employ men in your business, the price that 
you pay for their services is determined indirectly by 
what these same men could earn in other factories or 
in other lines of work. During the post-war boom, 
the farmers in many sections were left without farm 
labor because the factories in the cities offered more 
pay and pleasanter working conditions. The competi- 
tion between businesses for men is a continuous proc- 
ess; sometimes the pull is in one direction and some- 
times in another. You may think that you are running 
your business from the inside but the wages you pay 
and the type of men you hire are determined by the 
competitive offers of outside business. 

If you sell your product to others, your sales de- 
pend upon their ability and willingness to buy. Gen- 
eral prosperity with a wide increase in purchasing 
power may bring many new buyers into your market. 
A depression may reduce your sales possibilities ma- 
terially. The silk mills could not weave silk fast 
enough to supply the shirt factories in 1919, because 
thousands upon thousands of workers who had always 
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worn cotton shirts suddenly decided that they could 
buy silk. The market doubled, trebled, quadrupled, 
and prices mounted to ridiculous levels, but day 
laborers still bought silk shirts at $20 a shirt because 
they had decided that they wanted silk shirts and 
happened to be able to pay $20 for them. Again in 
1921 the shoe manufacturers, making what is gener- 
ally considered as a necessity, faced ruin because 
people would not buy shoes. Depression was upon 
us; we felt poor and economical; we took the old pair 
to the cobbler and had them repaired. 


Variable Sales Resistance 


The changes in the business weather are felt most 
keenly in the sales field because changes from prosper- 
ity to depression and from depression to prosperity not 
only actually change the total volume of purchasing 
power but they change the viewpoint of the buyer. 
If your income this year is twenty percent greater than 
it was last year, you not only have twenty percent 
more money to spend but you feel large and expansive. 
You decide to have many of the luxuries you have 
always wanted and you are a good prospect for almost 
any salesman. But if your income is ten percent less 
than it was a year ago, you lecture to your family 
about economy and your neighbors do the same thing. 
You decide to conserve and save. Your actual pur- 
chasing power has only been reduced by ten percent 
but your sales resistance has increased many times 
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that amount. Attempt to make your sales plans with- 
out considering and allowing for these changes, and 
you experience a series of feasts and famines which 
are apparently without rhyme or reason. 

Nor is the theory that folks will always have to 
buy necessities and that the luxuries will suffer to be 
depended upon. The old idea that a business con- 
cerned with supplying the common things necessary 
to existence is steady and sound while the venture 
providing non-essentials is dangerous has been quite 
thoroughly exploded by recent experience. The auto- 
mobile business has prospered and grown fat while 
the textile industry, making the garments required by 
law and by our uncertain climate, has had a thin time 
of it. The radio has furnished us with a marvelous 
scientific performance, and an equally marvelous in- 
dustrial development while some of the older indus- 
tries making and supplying the so-called necessities 
have pleaded earnestly for a market. Box office 
receipts hold up surprisingly during times of depres- 
sion. It seems that the American buyer is getting his 
luxuries first, and is buying as many necessities as he 
can afford with what is left. No business, however, 
is exempt from the recurrent swellings and contract- 
ings of the American pocketbook. 

The financial side of the business is also affected 
by these broad changes. An active demand for com- 
mercial loans sends interest rates upward and you pay 
an increased price for the money you need. Prosperity 
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is felt in credits and collections. Both the ability and 
inclination to pay debts are changed with general con- 
ditions and the promise of the immediate future. No 
phase of the individual business escapes the effect of 
changes in the outside business world and the man 
who tries to spend all his time and attention on the 
inside of his business will constantly be faced with 
unexpected developments that cannot be directly 
accounted for within his four walls. 


The Real Tragedy Of Depression 


The histories of our business depressions and panics 
are not written in figures alone; they are written in 
blood. The declining prices, the shrinking sales, and 
finally the bankruptcies tell the story so far as changes 
on the books are concerned, but the real depression is 
marked in suffering, in unemployment, in hunger and 
in death. The real tragedy of the recurring periods 
of business depression is not financial loss, it is human 
suffering. 

During every period of business improvement pur- 
chasing power increases, confidence mounts, demand 
grows and sales increase. A thousand business men 
accept this new business gratefully in the belief that 
the earnest effort they have been making for years is 
finally being rewarded. Salesmen take fat orders and 
decide that they are born business getters. The tide 
is flowing in and is carrying a thousand little ships 
with it. They note their progress and decide that they 
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have at last learned the secret of rapid sailing and that 
their troubles are over once and for all. 

Then the wind shifts and the tide turns. The cur- 
rent that has brought business without effort begins 
to pull in the other direction. Trade falls off and 
orders are lost. The thousand little business men do 
not understand this outside influence any more than 
they understood it when it was helping them. They 
pull desperately against the tide and cannot under- 
stand their lack of progress. After months of appar- 
ently unrewarded effort, they begin to lose faith in 
themselves. Because they are not making as much as 
they made last year or the year before in spite of added 
effort, they begin to believe that they have lost their 
grip and that they are slipping. They begin to worry, 
their enthusiasm gives way to a dogged determination. 
They cannot sleep. The sales slump, the profits dwin- 
dle. Then the man himself begins to go. His health 
is undermined, his nerves snap. He is broken finan- 
cially and physically, because he did not know or 
understand that the change had been outside his busi- 
ness and not within himself. 

It is not possible to avoid some unemployment and 
suffering during severe business depression and it is 
necessary that certain of the least efficient enterprisers, 
who entered business during the previous period of 
prosperity, be eliminated, but the greatest losses and 
the greatest suffering would disappear if business men 
only understood what was going on and made proper 
allowance for the change in their own businesses. 
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When conditions are improving and we are moving 
toward prosperity, this same knowledge of outside 
conditions offers distinct opportunities for increased 
profits. Plans can be made for increased output, and 
policies in keeping with the new condition can be 
instituted to take fullest advantage of the favorable 
trend. The wise business man will keep an eye on 
general business conditions. He will know which 
way the tide is running and will be watching for signs 
of aturn. He will lay his plans to wok with it rather 
than against it no matter which way it is running. His 
progress will be more rapid at some times than it is 
at others — but it will be continuous. 


What Makes Prosperity? 


It may be well here to examine this thing we call 
prosperity — this condition that all business men en- 
joy and most business men profit by —so let’s take 
it apart and see what makes the wheels go round. It 
is generally conceded that business must first be in a 
healthy condition, which means that all factors are in 
fairly even balance. The supply of money, for in- 
stance, must be plentiful with the volume of business 
loans at a safe and reasonable level. Tight money and 
high interest rates put a brake on business and a handi- 
cap on enterprise. General employment must be good 
and earnings steady; for it is quite impossible to have 
any extended prosperity with a large portion of our 
consumers out of the market because they have no 
purchasing power. The balance between agricultural 
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and industrial prices must be fairly even for this same 
reason. If one is high and the other is low, the pur- 
chasing power of the market is unbalanced and is not 
effective. The stocks of goods and merchandise must 
be near normal; for a large surplus supply means de- 
pression and shutdown for certain industries. Finally, 
the average business man must be in an optimistic 
and progressive frame of mind. If he is afraid, we can 
have no general prosperity. 

But with all these factors present in the business 
situation, we do not have prosperity until there is a 
spark to set the machinery going. Often the sudden 
and dramatic development of a tardy factor starts 
things. Sometimes a political development inspires a 
sudden confidence. Frequently a new development in 
industry supplies the impetus. The harvesting of a 
bumper crop at good prices is almost always followed 
by prosperity if the other factors of the equation are 
in balance. 

The spark has been generated by this one develop- 
ment. It creates activity in a certain field. Local 
income from earnings or payroll jumps and the retail 
merchant feels an increase in his business. He is cau- 
tious at first, but as sales mount he becomes convinced 
that better business is at hand. He orders from his 
jobber and wholesaler, the orders are relayed to the 
manufacturer. The plants making the goods he sells 
increase production, their payrolls grow, the local mer- 
chants experience better business and place orders. 


JUDGING THE BUSINESS CURRENTS 197 


Starting in a single section or locality, the improvement 
works its way into other localities and related indus- 
tries. Profits begin to increase and dividends grow. 
The stock market, anticipating this development, reg- 
isters marked activity and rising prices. Seeing this 
development, other business men take heart and pro- 
ceed with their plans for expansion. Soon the thing 
has spread until all sections and all industries are feel- 
ing the impetus. Confidence is high and business is 
decidedly good. 

If we could stop here, we might maintain this pleas- 
ant state of sound prosperity for a long period, but we 
can’t stand prosperity. The man who is making high 
wages and sees plenty of other chances to work, de- 
cides that he should have still higher wages for less 
work. He becomes more interested in spending than in 
working. Soon he is delivering half a day’s work for 
more than a day’s pay. The costs of manufacture 
therefore begin to mount abnormally and soon prices 
are out of all proportion to real value. Nor is the wage 
worker alone guilty of this soldiering on the job. The 
plant manager and the plant owner also grow soft 
under the pleasant rays of a prosperous sun. The men 
who planned and worked long hours to build a sound 
and profitable business see orders coming in without 
the usual effort. They begin to take things easy and 
to ride on their momentum. Hours that should be 
spent in planning and managing are spent in recrea- 
tion and the business is left to run itself. 
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We begin to spend more than we earn and soon get 
into trouble. Money is borrowed for projects that 
cannot hope to make a profit under normal conditions. 
Values are disregarded and we all go on a spree — 
drunk with easy money. Without constant and intelli- 
gent effort the business machinery slows down and 
stops. A local development somewhere starts a paraly- 
sis — perhaps it is a buyer’s strike against absurd 
prices, perhaps it is a banker’s cool refusal to loan 
more money than he has — but the thing spreads, just 
as prosperity spread previously and we go into a pro- 
tracted period in which we must earn more than we 
spend in order to pay the debts we incurred during the 
late intemperance. Finally the books are balanced 
again and we are ready for the spark that is to start 
us toward another period of prosperity. 


The Barometers To Watch 


A more general understanding of the laws that gov- 
ern business and a closer attention to the factors that 
show our position will do much to temper these fluctua- 
tions and keep business on an even keel with safer 
sailing for everyone. Here are a few of the leading 
indicators — often referred to as fundamental busi- 
ness and financial conditions — with brief suggestions 
as to interpretation: 

Commodity Prices. In the rise and fall of com- 
modity prices we have what is perhaps the most impor- 
tant single barometer of business. Price is determined 
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by a ratio between available supply and active demand. 
If demand is increasing with a constant supply, prices 
rise and likewise when demand declines, prices tend to 
fall. Added to this direct measure of the volume of 
buying power in the market, we have the psychological 
effect of price changes. It might be thought that rising 
prices would discourage demand and slow up buying, 
and while this is true in certain retail fields, as a gen- 
eral rule price increases work the opposite result. 
When prices increase the average industrial buyer 
rushes into the market to protect himself against 
further boosts and demand is thereby quickened. 
When prices begin to decline, the buyer, feeling that 
delay will result in still greater savings, withdraws, and 
the market, already weak, is left without support. 
Rising prices ordinarily foretell a greater demand and 
falling prices generally precede a shrinking market. 
Much of the buyer’s present attitude and his future 
action can be estimated from the trend of commodity 
prices. 

These constant changes in price are not indicative 
of any change in intrinsic values but are due to the 
fact that we use a fluctuating dollar in our business 
transactions. All other measures are fixed, a yard is 
always 36 inches, a ton is always 2,000 pounds and 
an hour is always 60 minutes, but a dollar is seldom 
too cents in purchasing power. Imagine the havoc 
which would result if a yard were sometimes 27 inches 
and if the measure changed from day to day. Sup- 
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pose that you were required to deliver 3,000 pounds 
for a ton this year and 1,479 pounds next year. What 
if an hour this week were accepted as composed of 
62 minutes while next week you would have to figure 
it as 49 minutes! Yet this is exactly what a fluctuat- 
ing dollar —the most common measure in business — 
actually does. It is vitally important that you watch 
the swelling and shrinking of this dollar as it is re- 
vealed in commodity prices — the measure of what it 
will buy —so that you may value it properly and 
weigh it accurately in making your plans and trans- 
acting your business. 

Rising prices are characteristic of a period of busi- 
ness improvement, but an abnormally high level can- 
not be maintained. Falling prices go with a depression 
but exceedingly low prices must be temporary. 

Money Rates. The interest rates charged for money 
are nothing more nor less than the price of money. 
They tend to fluctuate with other prices but are gov- 
erned directly by the supply of gold as a basis for 
credit and the demand for that credit by borrowers. 
Increasing money rates evidence an increase in de- 
mand and reveal a progressive spirit on the part of 
business men, but high rates place an added burden 
upon enterprise and put a brake on progress. When 
money rates rise above normal levels, a slowing up is 
in sight. Likewise low rates encourage development 
and offer an advantage to the business men who have 
courage to go ahead. Abnormally low rates offer dis- 
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tinct opportunity and foreshadow an increase in busi- 
ness activity. 

Since the organization of The Federal Reserve Bank 
the rediscount rate, set arbitrarily by the Board of 
Governors, has offered a convenient means of stimu- 
lating or restraining business without regard for the 
actual supply of gold or the demand for credit. If 
business needs encouragement, the rate may be low- 
ered arbitrarily to make it easy to borrow and if 
activity increases too rapidly, the rate may be raised 
temporarily as a check. In setting this rate, the Fed- 
eral Reserve Board is acting as a business governor 
and so long as the power is used judiciously, the con- 
trol makes for sounder and healthier business condi- 
tions. 

Watch money rates and the Federal Reserve redis- 
count rate. Increases indicate an increased demand 
for money but they also make it more difficult to 
expand further. Decreases suggest a surplus of funds 
and a certain lack of confidence but they prepare for 
the improvement that may be expected later on. 

Bank Clearings and Check Transactions. In these 
two factors we find a measure of current activity in 
dollars. Since more than ninety percent of total 
business is transacted by check, the weekly figures 
on checks cashed furnish a reliable measure of the 
dollar volume of current business. The seasonal 
trends in transactions, as in other statistical measures, 
must be allowed for by comparing present activity 
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with that of the same period of previous years or by 
reducing the current readings to an accurate measure 
by eliminating the seasonal trend. When this is done, 
you have an excellent picture of the amount and trend 
of current business. 

When check transactions are increasing, more dol- 
lars are changing hands.and the actual volume of active 
purchasing power is increasing. When check trans- 
actions are declining, money is moving more slowly 
and buying power is shrinking. 

Employment and Payrolls. The figures on these 
elements of the industrial equation offer direct evi- 
dence on the volume and trend of consumer purchas- 
ing power. Since the average worker spends practi- 
cally all of his pay before the ensuing payday, this 
money represents immediate consumer demand. In- 
creases are reflected immediately in retail sales. Local 
business suffers at once from any general decline. 

Strikes and labor disturbances are most prevalent 
when the demand for men is great and when plants are 
busy, but numerous wage increases lead to an inflated 
basis and higher costs. More pay and less work, if 
carried to an extreme, result in no pay and no work. 

Watch employment, payrolls and labor disturbances, 
— extremes in either direction are dangerous. 

Business Failures. Here we have an _ inverted 
measure of profits and an apparent paradox. An in- 
crease in failures is generally supposed to be a bad 
sign because it entails loss to creditors, and a lack of 
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failures is likewise interpreted as an evidence of sound 
business. Actually failures tend to keep the business 
machinery clear of the unfit and the inefficient. In our 
present competitive scheme of things anyone with a 
little capital and the required initiative may venture 
into business. We have no entrance requirements 
which demand that a man shall be competent to render 
service in the field he has chosen and no means of 
keeping him from rushing headlong into an industry 
already overcrowded. But we have the test of com- 
petition and the unskilled or inefficient are eliminated 
by the failure route. The system may not appeal to 
the sociologist as being the best, and it may not be 
the most economical, but it does keep the business 
decks cleared of those least fit to serve a market. 
Abnormally low failures, then, mean that business is 
being filled up with less efficient concerns. If they are 
not eliminated at once, they will have to be later on. 
High failures are not pleasant but they purge the 
commercial system and leave only the strongest and 
most capable. They really improve the health of the 
whole. I am not referring to panic conditions which 
force many able concerns to the wall because of a 
temporary and acute squeeze, but rather to the trend 
of failures during normal periods of prosperity and 
depression. 

When failures are abnormally low in number and 
in liabilities, look for a marked increase later on. 
When they are high, you know that present conditions 
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are not satisfactory but that improvement may be 
expected when the housecleaning is over. 

Crops and Production. The figures on output, 
both industrial and agricultural, measure the volume of 
goods that are coming into our markets. They also 
give an indication of activity and income to workers. 
Increases in these fields, unless offset by declining 
prices, are healthy signs until they go beyond reason- 
able limits when they may be expected to pile up sur- 
pluses of commodities and merchandise. Certain 
individual figures are particularly pertinent since they 
not only relate to business as a whole but furnish a 
valuable measure for local conditions. An increase in 
farm output at good prices foretells increased purchas- 
ing power and improved business in the farming sec- 
tions directly affected. Steel output has long been 
considered as an excellent measure of current business. 
Unfilled steel tonnage and furnaces in blast have 
recently been established as excellent barometers 
indicative of what may be expected in the future. 

The farmer represents 30% of our total market and 
it is quite impossible to have any broad or permanent 
prosperity unless he is supplied with money and is 
disposed to spend it. Watch crops and farm prices; 
they will tell you whether the farmer’s pocketbook 
will be fat or thin. 

Carloadings. The weekly figures on the number 
of cars loaded provide a measure on the rate at which 
goods are moving. They also offer a yardstick of the 
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activity and therefore the relative prosperity of the 
transportation industry. ‘There is a seasonal trend 
here as in most other indicators but it can easily 
be eliminated by comparing the current figures with 
those of the same period of last year and previous 
years. 

When carloadings increase, more commodities and 
materials are going from sources of supply and more 
finished goods are moving to dealers and consumers. 
When carloadings fall off, business is slowing up. 

Foreign Trade. The figures on imports and ex- 
ports are always interesting and are more important 
than the actual amounts involved would indicate. Our 
sales to foreign customers amount to the profit on our 
national business. We may sell but 5% of our output 
abroad but that fraction represents a net gain from the 
accountant’s point of view. We swap dollars and 
goods with one another in this country and we still 
have the goods and the dollars, but when we sell abroad 
we swap goods for new additional money, supposedly 
at a profit. Imports on the other hand tend to bring 
in new merchandise to compete with our own and to 
take money out of the country, supposedly at a profit 
to a foreign business man. It is for this reason that 
an excess of exports is usually referred to as a “ favor- 
able balance of trade ”’ while a preponderance of im- 
ports is considered as “ unfavorable.” With a produc- 
ing capacity developed beyond our own needs, these 
descriptions are acceptable. 
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The economists argue the point from a broad per- 
spective and insist that excessive exports tend to de- 
plete our wealth of national resources while an excess 
of imports actually adds to our total supply of real 
wealth. They say that shipments of copper, oil, and 
lumber are depleting our stores and that we are really 
poorer for the transaction no matter what the dollar 
balance sheet may show. From a social point of view 
they are probably right, but, in measuring our imme- 
diate prosperity, a balance of exports over imports is 
to be interpreted as a constructive development. 

Business Profits. With some allowance, the weekly 
figures on failures may be inverted as a measure of 
business profits. When business is good and profits 
are generous, the less efficient concerns are able to 
make a little money and stay in business, but when 
profits are lean, they are forced into bankruptcy and 
the failure figures climb. Low failures then may be 
taken as an indication of good profits while high fail- 
ures point to a lean season. The fact that the failures 
develop after profits have been small accounts for a 
lag between the lines of profits and bankruptcies but 
since all profits are reported sometime after they are 
made, we must accept this discrepancy. 

A direct check on business profits may be found in 
the reports of railroads and corporations made public 
quarterly, semi-annually, and annually. A comparison 
of the trend of profits in an individual instance is worth 
little but a composite of the profit line of several rep- 
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resentative concerns provides an interesting and helpful 
record. 

Investment Statistics. The figures reflecting trans- 
actions in investment securities are highly valuable 
since they not only measure the actual volume of the 
capital available at any time but the action of leading 
markets reflects the general attitude toward the future. 

Real estate and building figures not only show the 
trend of general prosperity, but since much building 
is done as an investment and in expectation of future 
profit, these transactions indicate the confidence of 
the investor. When things are uncertain and the 
average business man is doubtful, he postpones con- 
struction and development work; when he is sure of 
his ground, he expands and builds. 

The volume and strength of the bond market meas- 
ures our surplus and our willingness to put it to work 
as a long-time investment. Banks ordinarily invest 
the funds not used in their commercial loans in the 
bond market, buying bonds when there is little de- 
mand for money by business men and selling as their 
loans to commercial customers increase. This tends 
to strengthen the bond market in dull times and 
weaken it as general business becomes very active. 

Stock market transactions, both in prices and in 
shares traded, have long been watched closely as a 
pertinent barometer. It is generally understood that 
ups and downs in the stock market forecast similar 
changes in business, to be expected from three to six 
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months later. The argument finds its foundation in 
the theory that speculation in stocks is based on ex- 
pected earnings and that buying and selling take place 
before the actual development is reported or reflected 
in the balance sheets of business. In general this is 
true but other factors enter the stock market equation 
and tend to cloud the significance of any individual 
movement. 

The purchasing power of the dollar affects price 
levels here as it does in every other sort of property. 
Stocks representing fractional ownership in businesses 
should therefore fluctuate as the dollar value of these 
businesses fluctuate. As the purchasing power of the 
dollar goes down, prices rise. To get at the true level 
of stock prices, it is therefore necessary to deflate 
them and compare the present position with that of 
other periods on the same basis. On July 9, 1924, 
I wrote a special bulletin for Kardex Institute which 
was headed, “ Prices of Stocks Not High. Twelve 
Months of Prosperity Ahead.” This conclusion was 
based on a study of the deflated position of speculative 
stocks. Judged on their dollar prices, stocks looked 
very high. The average at the time was 113 as com- 
pared with a high of 109 in the bull market of 1906. 
But when you allowed for the fluctuating dollar and 
reduced stock prices to real values, you found that 
stocks were at 123 in 1906 as compared with 72 in 
the middle of 1925. The letter, therefore, carried this 
statement, ‘“ We find that stocks have not reached the 
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peak or even the average of pre-war times and we are 
looking for twelve months of prosperity because prices 
of stocks are not high when the purchasing power of 
the money is taken into account.” The position 
was unpopular at that time because the general public 
was convinced that stocks were at a peak. The 
stock market during the following six months, how- 
ever, clearly demonstrated the accuracy of the pre- 
diction. 

The supply of money and credit also has a bearing 
on the action of the stock market. Cheap and plentiful 
money, for instance, accelerates speculation while a 
scarcity of funds retards it without regard for the 
prospective profits in business. A promise of a modest 
increase in business profits may result in heavy trading 
and an extended rise if money is plentiful and easily 
borrowed for speculative operations. Under the same 
circumstances, but with tight money, little activity 
would result. At the other end of the seesaw, a sudden 
tightening in money rates may send stocks crashing 
without any adverse development in actual or probable 
earnings to justify so serious a decline. Manipulation 
must also be considered for individual issues; even 
groups of stocks may be artificially pushed up or ham- 
mered down to the profit of a pool or group of 
operators. 

In general a broad rise and an increase in activity 
on the stock exchange expresses a general confidence 
in better times and increased earnings while a pro- 
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tracted down swing marks a drop in the thermometer 
of public confidence. Broadly the stock market rises 
and falls with, or slightly ahead of, the movements of 
the tide of general prosperity. 

The correlation is not due to the fact that Wall 
Street has inside information on what is going to 
happen in business, but is largely the natural result 
of conditions which are favorable both to the market 
and to business. The conditions which make for 
increased activity and rising prices in stocks also 
make for better business and the situation which 
causes a break in Wall Street also slows up sales and 
reduces profits in industry. 


The Liaison Officer Of Business 


It is probable that some few of these barometers are 
more directly related to your business than are the 
others. These should be watched closely and if possi- 
ble the relationship between their trend and the trend 
of your own fortunes, so far as outside conditions are 
concerned, should be determined. If you are inter- 
ested in transportation, the figures on carloadings and 
rail earnings should be particularly significant. If you 
are a banker, the reports on money, investment, spec- 
ulation and allied subjects should be studied carefully. 
If you are selling builders’ hardware, the trend of real 
estate transactions and building permits will enable 
you to gage your probable market. 

It has been facetiously remarked that “ an executive 
is a man who entertains the visitors so that the rest of 
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the folks can work.” There is more truth in this 
definition than is immediately apparent and there is 
also a grain of sound business sense. During the war 
certain men were selected as Liaison Officers. It was 
their business to live and work with allied forces and 
to try to promote better understanding and _ better 
feeling. They were ambassadors of good-will and their 
reports made it possible to iron out many misunder- 
standings and difficulties. The head of a business is 
really its liaison officer. Most of its executives are 
absorbed in internal problems and internal operations. 
He must keep a weather eye on outside conditions. He 
must watch for opportunities to interpret his business 
and its products to the public, to promote and develop 
contacts with other business men, and to interpret 
outside changes for his own business. He may very 
profitably spend a large part of his time “ entertaining 
visitors,” traveling and observing new developments, 
and in studying fundamental conditions that he may 
anticipate the trend of the tide as a basis for his 
policies. 

I do not want to leave the impression that the busi- 
ness man is a victim of these broad changes in outside 
conditions. If he is intelligent and alert to the situa- 
tion, it need not affect his progress more than ten per- 
cent. If he is blind to them, they may easily wreck 
him. If the box is loaded with dynamite, he must 
know it to avert disaster. If he does know it, and is 
ingenious, he may make very constructive use of the 
knowledge. 


CHAPTER XI 
PUTTING YOUR DOLLARS TO WORK 


HERE is only one plausible excuse for the desire 

to make money beyond the amount required to 

provide the ordinary comforts of life— and that is 
the desire to get away from money. 

A man may make a great deal of money, incidentally 
and as a by-product in creating a business, in supply- 
ing an advantage to the public. Henry Ford has made 
huge profits, yet I do not believe that he has ever 
undertaken any of his developments with the idea of 
making money. The list of millionaires is crowded 
with men who looked upon money as a tool, an inci- 
dental and necessary factor, in developing and carrying 
on a much more important work. If they had been 
denied profit beyond enough to cover the necessities 
of life, I believe that they would have followed their 
dreams and built their great businesses anyway. 

Some men, of course, have set out to make a million 
dollars because they wanted, or thought they wanted, 
that much money. A few of these have probably suc- 
ceeded in getting what they went after. Their satis- 
faction is generally held in question and their motives 
are not entirely sound and sane. 
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I have said that the only defensible motive for want- 
ing to make money beyond that needed for current 
expenses is the desire to get away from money. If you 
are once relieved of the necessity of earning your daily 
bread and shelter, you are freed to do something that 
you want to do though it may not be remunerative 
financially. There is also the desire to place those 
dependent upon you beyond the reach of poverty and 
want if your own earning power should be impaired. 
The desire to make money so that you can be free 
from the necessity of making money is entirely laud- 
able. In fact, it amounts to a moral obligation under 
the present organization of society. 

The obligation to be a self-supporting and economi- 
cally independent member of society comes first, but it 
is followed closely by the obligation to make a suffi- 
cient margin beyond this excess to insure this financial 
independence beyond the earning period and for those 
dependent upon you. 

Most business men succeed admirably in the first 
instance; they make enough money to provide com- 
fortable homes, luxuries, education for their children 
and social trimmings for themselves and their families. 
They go farther than this; most business men make 
the extra margin and save it — but they lose it before 
it has had a chance to serve its purpose. 
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Purchasing Financial Independence 


If you have watched the average successful business 
man buy a hat and then make an investment, you know 
why his financial ventures suffer so high a rate of 
mortality. He will spend thirty minutes carefully 
studying and judging values before he makes up his 
mind to invest $8 in a hat. He will be sure that he is 
getting good value for his money. He may even shop 
around and compare styles, workmanship and quality 
before he makes his choice. Then he will go back to 
his office and make an “ investment ” of $800, possibly 
$8,000, in less time and with fewer facts than were 
involved in the hat transaction. He will not accept at 
face value the statements the salesman makes regard- 
ing the headgear under consideration; he must see for 
himself. But when it comes to investing the surplus 
that he has worked so hard to earn and save, he will 
believe a tip from a man he has never seen before 
and knows nothing about. He will base his judgment 
on a rumor, or he will take a flier on an even less 
tangible hunch. 

A recent study by the New York University covering 
the investment experience of several hundred persons 
showed that the average man in this group had “ in- 
vested ” $1,180 and that the average loss was $1,100. 
It is estimated that the American public is defrauded 
of between three and five billion dollars each year 
through the sale of fraudulent securities, to say noth- 
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ing of the money parted with by those who are on the 
wrong side of the legitimate security markets. At a 
conservative estimate this sum represents sizable in- 
terest on our total national income of sixty-five billion 
dollars a year. As J. George Frederick has pointed 
out, it equals a tax of over 10% on our annual retail 
purchases for thirty-five billions. 

The real tragedy of the situation, however, is not in 
the money loss, because these foolish and shady trans- 
actions simply transfer money from the pocket of the 
man who has earned and saved it to the pocket of 
someone else. The money still exists; it has changed 
hands. The cost of our “ susceptibility ” in matters of 
investment is clear when you realize that these dollars 
represent the margin — the real profit — on years of 
effort, that they have been saved by foregoing imme- 
diate advantages and pleasures and that they represent 
the stored-up earning power of years of effort that will 
be sadly needed later on. 

Yet there is nothing mysterious in the phenomenon 
when you consider the experience and training of the 
average man. We spend eight years in grade school, 
four in high school and perhaps another four in col- 
lege learning to make money. We spend little or no 
time learning to invest it so that it will earn properly 
for us. The average man leaves school and goes into 
business. A few years later when he has learned a 
great deal about his industry and has had much expe- 
rience, he begins to make more money than he needs 
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for current expenses. He finds himself with a surplus 
and wants to put it to work where it will grow into a 
larger surplus. His desire to build an investment fund 
that will provide him with a second income and even- 
tually grow so that it will provide for himself and his 
family is entirely sound, but his method of procedure 
is faulty. Mind you, his entire training and experience 
has been in making money. The science of investing 
is equally intricate — yet he plunges in and it is little 
wonder that he frequently loses. By the time he has 
learned something about investing by costly experi- 
ence, his surplus has often been dissipated and he has 
little use for his expensive education. 

Since investing is fully as important as earning — 
and fully as difficult —— why not spend some time and 
thought in studying it? For every eight hours spent 
in getting money at least one-half hour should be 
spent in learning to put it to work so that it will grow 
and produce a second income after it is earned. 


What Is A Reasonable Return? 


Most of the money lost by investors disappears be- 
cause the amateur financier attempts to get too much 
asareturn. The urge to try to get something for noth- 
ing seems to exist in all of us in spite of the tremendous 
testimony of our daily experience to the contrary. If 
a business man is offered an unusual value in his busi- 
ness — if he has an opportunity to buy materials far 
below the existing market —he is immediately sus- 
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picious. His entire past experience and judgment tell 
him that something is wrong. He investigates very 
carefully and even if his examination fails to find any- 
thing out of the way, he often refuses the offer because 
he knows it is “ too good to be true.” But when he is 
offered a wonderful opportunity to invest money at a 
promised return of two to ten times the interest 
offered by the general market, he buys without hesita- 
tion and congratulates himself on his financial acumen. 
The investment market, like any other market, has 
its accepted level of values and prices. If the present 
established securities are returning 5%, 6% and 7%, 
depending on stability and regularity of return, there 
is something wrong with the “ investment opportu- 
nity ” which promises a sure 10%, 15%, or 20%. If 
it were sound, it would have been taken up without the 
bother and expense of a general public offering. Mil- 
lions of dollars in the hands of experienced men are 
waiting for investment and sound investment oppor- 
tunities promising more than the market return are 
easily sold without peddling them to the public and 
sending salesmen out to interest the small investor. 
Inability to live on present income and a general 
propensity to gamble also lead many people to part 
with their savings for glittering promises and highly 
decorative certificates of doubtful value. Many wid- 
ows dependent upon the income from a small estate 
are not satisfied with the 4%, 5% or 6% it is yielding 
in safe and seasoned securities. They want a larger 
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income and are easily persuaded by the promises of 
the glib promoter. As a result, they lose principal as 
well as income. A stock salesman recently brought to 
trial in a western state for selling stock without a per- 
mit from the State Securities Commission insisted that 
he had not misled his victims with promises. Some of 
the people he had sold stock to testified to the truth 
of his defense. He had sold $60,000 worth of oil 
stock in less than three months and his entire selling 
talk consisted of the suggestion: “‘ Take a chance, 
Columbus did! ” 


Who Should Buy Promotion Stocks? 


Most small investors lose money buying stock in 
promotions. Any business enterprise that is not al- 
ready established on a paying basis is properly classi- 
fied as a promotion and the statistics show that 80% 
— four out of five new businesses — go through at least 
one reorganization before they are soundly established 
and paying dividends. This means that in four out of 
five cases, the original investors lose a part if not all 
of their money. It is probable that less than one in ten 
of these projects ever pays dividends to the original 
stockholders. And every one of them looked and 
sounded like a sure-fire success, or folks would not 
have put money into them. 

Promotions, however, are necessary. Every estab- 
lished and successful business was a promotion at one 
time. If someone had not supplied the money, it 
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would never have succeeded. If no one would loan or 
invest money for promotion projects, we could not 
progress. All this I grant you. But the wrong people 
are supplying the money. The man who has a few 
hundred or a few thousand dollars, representing his 
savings, should invest them carefully. He cannot 
afford to lose. He should shun promotions and stick 
to seasoned investments. ‘The rich man who can 
afford to take a chance should risk backing the new 
venture because he will not face the possibility of want 
if it does not turn out as expected. But, to-day, he is 
careful to buy the sound securities. The small investor 
who should be the last to assume a long risk is walking 
in where the wealthy man is too experienced to ven- 
ture. 

Nor does this general classification apply only to 
common stocks. The preferred stocks and in most 
cases the bonds of new and as yet unestablished busi- 
ness undertakings are in the same category. The fact 
that a security is labeled “ preferred ” does not neces- 
sarily make it any sounder. Of what value is a pre- 
ferred lien on the profits of a business that has no 
profits? The bond of a new undertaking may be worth 
much less than the common stock of an established 
company. Disregard the titles and names of the se- 
curities offered. Look back of them to the company 
itself. If it is not yet established on a paying basis, 
you will do well to pass up the “ opportunity.” Invest 
in established concerns with a demonstrated ability to 
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make profits. Invest in men who have proved their 
ability to manage soundly. 


Stocks vs. Bonds 


Having learned to avoid promotions and get-rich- 
quick schemes, the investor approaches our established 
security markets where the stocks and bonds of hun- 
dreds of seasoned industrial, railroad, public utility 
and miscellaneous enterprises are traded in daily. He 
faces the problem of choosing between stocks and 
bonds, or of determining on a proper division of his 
funds between these major classes of investment secu- 
rities. 

Until recently, it was generally agreed that bonds 
were the most satisfactory form of investment when 
safety of principal and steady income were desired and 
that stocks offered more risk with a correspondingly 
larger possible profit. The bond holder is a lender and 
not an owner. He lends the corporation $1,000 and 
receives an agreement by which he is to be paid a 
certain percentage each year for the use of his money 
while the principal is to be returned to him on a stated 
date. He is in the position of the creditor with a se- 
cured claim and can enforce his rights and call in the 
law to help him collect his loan if the terms of his 
agreement are not lived up to both as to principal and 
interest. He is usually secured by a mortgage on 
tangible property which reverts to him if the corpora- 
tion fails to pay interest when due and return his 
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$1,000 at maturity. The man who buys $1,000 worth 
of stock, on the other hand, becomes a part owner in 
the business. He is entitled to a proportionate share 
of the profits when there are any and must be content 
with no return if losses develop. He is a partner and 
has no claim beyond his ownership of interest in the 
business and his portion of profits when dividends are 
declared. Apparently the bond holder is in the 
stronger position because he must be paid whether 
there is any profit or not and in case of bankruptcy 
his claim must be settled first. On this basis, bonds 
have always had the preference when safety of prin- 
cipal and a steady return have been desired. 

The premise that bonds are soundest for long-time 
investment has lately been called into question. Dur- 
ing recent months several studies have been made 
which throw new light on the situation. Professor 
Irving Fisher, Robert W. Pomeroy, A. Vere Shaw, 
Edgar L. Smith and Kenneth Van Strum have come 
forward to champion the common stock as the safest 
and most satisfactory form of investment. These au- 
thorities base their contention on the effect of chang- 
ing commodity prices on the fixed dollar income of 
the bond. Since the first mention of this point that 
I have been able to find is in one of the bulletins of 
Kardex Institute, I feel that I am more or less in- 
volved, if not responsible for the discussion. 

The logic of this new interpretation of values will be 
clear if we trace the experience of an investor during 
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the last twenty-five years. We may assume that 
$1,000 was invested in a bond, then paying 4%, which 
matures in 1920. The money is paid over and the 
bond is delivered. Forty dollars is paid each year, 
and at maturity the face value of $1,000 is returned 
to the investor. Apparently he has enjoyed a steady 
income and his money has been safe. But let’s see 
what really happened. During this entire period 
prices were rising. The forty dollars of income would 
buy less and less each year so that the real income 
was not steady but shrinking. When the $1,000 was 
returned in 1920, it would buy almost exactly one 
third of what the same $1,000 would have bought in 
1896. As a matter of fact, the investor has received 
a diminishing income and has lost two thirds of the 
value of his original investment. Obviously, he has 
lost much by the transaction. 

Since the prices and dividends on common stocks 
tend to fluctuate with the trend of prices — selling at 
high levels and paying more dollars in times of pros- 
perity when prices are high — it is demonstrated that 
that same $1,000 invested in good common stocks in 
1896 would not only have paid an increasing dollar 
dividend return during these years but that the stocks 
could have been sold for at least three times the origi- 
nal purchase price in 1920. In this case the real 
income would have been steady and the original in- 
vestment protected against changes in the purchasing 
power of the dollar. 
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I grant you that this particular illustration covers 
a period in which prices were rising and that the story 
for bonds would be different in a period of falling 
prices, but the instance brings out the reaction of these 
two classes of securities to the changes in commodity 
prices and in the purchasing power of the dollar. The 
common stock demonstrates its ability to meet and 
offset these fluctuations while the bond with its fixed 
dollar return is unable in its present form to cope with 
the situation. 

Believing that the difficulty can be overcome by al- 
lowing for the fluctuating dollar in the terms of the 
bond, I arranged for and floated the first issue of 
“ Stabilized ” Bonds in our modern financial history. 
This bond was brought out in July, 1925, and was 
issued in return for one thousand “1925 dollars.” Its 
interest is nominally 5% but it pays an amount each 
year that will purchase what the five percent return 
would purchase when the bond was issued. If prices 
rise this bond will pay more in dollars, so that the 
purchasing power of the return will remain constant. 
When prices fall it will pay less, but the purchasing 
power of the annual payment will be the same. The 
amount to be paid on each interest date is based on 
commodity prices at the time as determined by the 
Department of Labor Commodity Index. The table 
of dollar payments is printed on the bond opposite the 
index numbers of this accepted measure of commodity 
prices. The bond will pay interest according to com- 


224 ASSURING BUSINESS PROFITS 


modity prices, and when it matures the owner will 
receive his thousand ‘1925 dollars,” that is, the 
principal will be returned according to this same table. 
If prices at the time of maturity are higher than they 
were in July, 1925, a correspondingly larger number 
of dollars will be paid; if they are lower, fewer dollars 
will be paid. The point is this— the owner of the 
bond can buy with the money he receives for it exactly 
what he could have bought in 1925. He has lost noth- 
ing. In fact, he has maintained its purchasing power 
at a constant level as he could not have maintained it 
had he kept it as currency in a strong box. 

Since the idea was original, I thought that this was 
the first ‘‘commodity ” bond to be issued but in going 
back through the records, we discovered that it had a 
predecessor in the early history of Massachusetts. The 
Colony had need of money but there was no generally 
accepted and stable currency; so the contract was 
drawn with interest stipulated in commodities. Each 
coupon called for the delivery of a specified number of 
bushels of wheat, pounds of meat, and measures of 
other commodities. This old bond paid its interest in 
terms of commodities, exactly as our issue of 1925, to 
avoid the penalties of a fluctuating currency. Recently: 
the French Government has followed this principle in 
a government bond issue. It is hoped that there will 
be many more issues of “ stabilized ” bonds since they 
alone offer the steady income and protection of prin- 
cipal desirable to the investor. 
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In the meantime it is probable that a middle course 
will prove soundest. The chief difficulty with an in- 
vestment in stocks is in choosing the proper issues to 
insure value and protection. The various studies made 
by these authorities have used a diversified list of 
stocks to insure protection against loss. The figures 
have been compiled on the assumption that one or two 
of ten carefully selected stocks may get into difficulties 
but that the others will make good this possible loss. 
This risk must be considered by the investor, especially 
the small investor, as it is probable that more skill is 
required in the selection of stocks than of bonds. It 
is one thing to loan money to a going concern on 
tangible security and be relatively sure that the money 
will be returned. It is quite another thing to estimate 
the profit possibilities of that same concern and pro- 
ject its earning power. 

The first few thousand dollars should be put into 
sound bonds, then additional surplus may be divided, 
putting part of it into bonds and an increasing propor- 
tion into a diversified list of good stocks. This will 
provide a constant dollar income from the bonds and 
an additional income from the stock in the form of 
increased dividends in times of unusual prosperity 
when prices are high. 


Other Investments ~ 


Real estate and real estate mortgages have always 
been a popular investment, especially with those living 
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in newer communities. Properly chosen first mort- 
gages are an excellent investment, but real estate 
operations involve a thorough knowledge of local con- 
ditions and values. If you are a judge of property 
in your own community and can make a first-hand 
investigation, you may uncover some sound investment 
opportunities, but in investing in either real estate or 
in mortgages it is best to insist on a personal investi- 
gation before the transaction is made. Construction 
undertaken at high cost in the prospect of an abnor- 
mally high return is not a sound investment. Money 
may be made quickly where boom conditions prevail 
but this does not attract the clear-sighted investor. 
He is looking for a sound opportunity to put his money 
to work where it will earn a consistent and reasonable 
return for him. In real estate transactions, it is well 
to look before you leap —and when you look, make 
sure that you are not “paying too much for your 
whistle.” 

Corner business property offers a splendid record of 
consistent earning power and appreciation for those 
who want a long-time investment. Property on the 
main residential street about one mile from the center 
of the average city is also likely to benefit as the 
community develops. 

The shares of Building and Loan Associations and 
Codperative Banks are attractive to the smaller in- 
vestor. These organizations are carefully supervised 
and conservatively managed. ‘Their paid-up shares 
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provide an investment for one hundred, five hundred, 
or one thousand dollars at good interest. Shares pur- 
chased on the installment plan offer a method of sys- 
tematic saving and are of exceptional value in the 
financing of a home. The building and loan associa- 
tion that has helped you to save will loan you money 
if you want to build or buy a house. 

If you find that it is easier to save money consist- 
ently by obligating yourself to meet certain payments, 
your bank will be glad to purchase bonds for you on 
this basis. You may select a list of bonds, perhaps 
the number that you think you can pay for in a year. 
The bank will buy them for you and will arrange a 
series of notes to cover the unpaid balance. By meet- 
ing and paying these notes every thirty days as they 
fall due— or by reducing the principal of a single 
note at regular intervals — you systematically reduce 
your indebtedness and by the end of the year you own 
the bonds outright. Under this plan, you receive the 
interest on the bonds during the entire period and pay 
the bank interest on the various notes on which you 
are borrowing money. Such a program not only helps 
you to save systematically but it also leads to a better 
acquaintance with your banker and establishes what 
may develop into a valuable line of credit. 

Every man should enjoy two incomes —one from 
his business in the form of salary or profits, and one 
from his sound investments. As he progresses, the sec- 
ond will grow until it is sufficient to provide for him- 
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self and for his family. Then he can continue with his 
business or not, just as he chooses. In either case he 
faces the afternoon of life with neither fear nor worry. 

Financial independence is worth a great deal of time 
and effort. While you are so busy making money, it 
will pay you to invest at least a half hour a day in 
learning to put it to work for you. The investment 
of this time and energy in mastering the principles 
of finance, in studying current conditions, and in care- 
fully analyzing and comparing opportunities, will with- 
out doubt prove to be the most profitable investment 
you will ever make. 


INVESTMENT CONTROL 


It has been said that if the average business man were to 
run his business as he runs his personal finances that he 
would be bankrupt within a month. This is doubtless an 
exaggeration, but there is no reason why personal dollars 
should not be controlled exactly as business dollars are. 

In the matter of investments you will find the following 
record classifications useful both in keeping your dollars at 
work and in providing the data necessary in making out 
tax returns. 

1. A Personal Budget. The fundamental policy of keep- 
ing cash outgo below cash income will work for you in per- 
sonal finance exactly as it does in your business. It is not 
necessary to keep a detailed record of every small expendi- 
ture but monthly income can be divided to provide for the 
larger classifications of expense and for a definite percent- 
age of “profit” or surplus to be deposited to the invest- 
ment account. It is well to set this “ profit” aside first 
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and deduct it from cash income before any other expendi- 
tures are made. Then you plan to keep living expenses 
within the balance exactly as though it were the total 
income. 

The budget control plan will insure actual cash profits 
every month in a business and in personal financing it will 
provide a regular and definite addition to the investment 
fund at the beginning of each budget period. 

2. Bond Record. Bonds are ordinarily kept in a safe 
deposit box or are deposited with your bank or trust com- 
pany. It is well therefore to keep a record of each showing 
the issue, cost, coupon date, tax standing, and any details 
as to convertible features, etc. This information is valu- 
able in checking interest dates so that coupons are cashed 
promptly and is also helpful in making out tax returns. 

3. Stock Record. A similar record should be carried 
covering the purchase of common and preferred stocks 
whether as a long time investment or as a speculation. 
The date of purchase, price, dividends received, sale price, 
brokerage, and the net result of the transaction should be 
shown on each security. 

4. Real Estate Record. If a part of your investments 
is represented in real estate holdings, your records should 
show cost, taxes, insurance, maintenance, expenses, depre- 
ciation, income and profit. These facts will help you to 
manage your holdings profitably and will simplify the cal- 
culation necessary in tax returns. 

5. Real Estate Mortgages. If you hold individual real 
estate mortgages a record covering the details of the prop- 
erty, terms of the contract, interest dates and receipts will 
save much time and trouble. 

In short, a personal record system, showing the facts on 
each of your investments will help you to manage your 
surplus and to keep every dollar of it working and earning 
for you as it should. 


CHAPTER XII 
CREATING YOUR ESTATE 


AVE you ever made out a personal balance 
sheet? I do not mean of your property and 
holdings but of vourself as an individual —as a suc- 
cessful and going concern with an established earning 
power. If you haven’t the experiment will prove 
interesting. 

Suppose for instance that you were thinking of in- 
corporating yourself as John Man, Incorporated. How 
much stock would you issue and what would it be 
worth? If your present income is $6,000 a year, you 
are earning a good return on $100,000 and your value 
as a producer is at least that much. Since you are in 
all probability facing a period in which you will earn 
more than this figure annually, your stock is worth 
more than $100,000. 

The two factors of earning power are ability and 
time. You must furnish the ability, but you have no 
control over time. No matter how much ability you 
possess, time will be required to finish your program, 
and the only possible way to eliminate this hazard is 
through the medium of life insurance. 
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How much would you be willing to pay if you could 
have a contract which would guarantee to let you live 
ten or twenty years? 

Men with whom I come in contact estimate that per- 
haps 75% of their earnings are projected into the 
future. They simply must live to collect the money 
which they have labored for in the past. 

Nor is the idea of personal capitalization merely a 
figure of speech, for several individuals of established 
earning power, notably writers, have incorporated 
themselves and issued stock which is held by their 
families and heirs. The personal ability of the man 
earning $3,000 a year represents an asset worth 
$50,000. The man earning $12,000 represents an in- 
vestment value of at least $200,000 and the man who 
is earning $60,000 a year should carry his ability on a 
personal balance sheet at $1,000,000. 

It is probable that your earning power capitalized 
on this basis represents a surprisingly valuable asset 
and one which stands out as the largest in any list of 
your personal property. It is also probable that it is 
the least protected of your assets. If you own a home 
or a business building, it is doubtless protected to 
within a small percentage of its actual value so that 
if it were destroyed you would be able to replace it 
without serious difficulty. If you drive an automobile, 
it is doubtless insured against fire and theft so that its 
disappearance would not prove too heavy a financial 
loss. Even your house furnishings, which it would be 
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small trouble to replace, are protected. Yet your per- 
sonal earning power, in all probability your greatest 
asset, goes unprotected — or only protected to the ex- 
tent of 5% or 10% of its real value. 

The argument that the loss of this earning power 
through your death will be no particular concern of 
yours is of course utterly selfish. A man does not live 
in our present civilization as a free individual. He is 
a member of a highly organized society and carries 
definite obligations to his family and his business 
associates. 


Creating An Estate Instantly 


An estate is usually thought of as a collection of 
property left at the death of a rich man. Most of us 
have looked forward to having and leaving an estate 
after we have had time to accumulate a certain amount 
of money and have invested and reinvested it until it 
has grown into a sizable sum. But an estate is not 
this haphazard residue of a wealthy man’s life, it 
should be the carefully planned fund that is to carry 
on whenever fate may decide that it is time. 

The most convenient and logical means of protecting 
this earning power and providing a substitute for it, 
if it is suddenly cut off, is found in life insurance, which 
makes it possible for you to create an estate almost 
instantly. Your estate may be worth nothing to-day 
but if you take out $50,000 worth of life insurance, 
your estate is worth $50,000 in cash the moment the 
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insurance is in effect. For the protection of your earn- 
ing power as an asset to those dependent upon you, 
ordinary or straight life insurance is the most accept- 
able form. Further, it is relatively inexpensive. 

You may feel that the premium required on a policy 
which approaches the adequate protection of your 
earning power is too heavy to carry but ordinary insur- 
ance should not be figured entirely as an expense. All 
such policies have a cash value and most of them pro- 
vide dividends which either reduce your premiums in 
later years or purchase additional protection. If you 
want to know what protection on any policy costs you, 
add the premium for a given number of years, then sub- 
tract the cash surrender value at the end of that period; 
for this much of your payments represents an invest- 
ment value which will be returned to you if you want 
it. Also subtract the dividends paid by the company 
to you during the period and you have the net cost 
of your insurance. 

If you want to know what any policy costs you over 
a period of twenty years, add together the net pay- 
ments which are found by deducting from the gross 
payment the dividends which you have received over 
said period; and then deduct the guaranteed cash or 
loan value at the end of that period, and you have the 
net cost of your life insurance. 

I have figured this on a policy taken at age 35, and 
find that on a million dollar basis the net payments will 
be: 
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Net Payments (26 Years) j22-t9 6. ele ems $351,390 
Guaranteed Cash or Loan Value (20th Year) 327,580 
Terinnal, CostazOn Y Cater sates vine cist <tc orale cia $23,810 
Cost Ver ¥ Cal 2 er epeele so avert wetyeretet 1,190.50 
Cost Per Year Per $100,000 ....sccwversee 119.05 
Gost “Per Year? Ber. $5,000 34 aoe tener che oe 1.19 


On this basis the cost is hardly a staggering burden. 
This terminal net cost of protection will figure differ- 
ently at the various ages and vary with the type of 
contract, but under any plan the cost of protection is 
far less than most men anticipate. 

When your earning power has been covered so far 
as your estate is concerned, it may be well to consider 
the possibility of its diminishing, perhaps disappearing 
before your death, and therefore before your life in- 
surance will replace it. Many men face thin years 
after sixty when they are no longer active in business 
but must support themselves and their families just 
the same. The endowment policies offer the first an- 
swer to this problem. This form of insurance, payable 
at the end of a definite number of years or at a given 
age, can be arranged so as to afford a relatively steady 
income during these later years. Since these policies 
are payable at death any time before their maturity 
they also represent a value so far as your estate 
is concerned. Their higher cost, however, makes them 
unsuited for estate purposes and they should only 
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be considered when future income is also desired. If 
an assured income of $3,000 a year is wanted, a series 
of endowment policies for $3,000 each can be taken 
out so that one of them will mature each year follow- 
ing a certain age. The general practice seems to be to 
start at the other end of the line, say at the age of 70 
or 75 and work down toward sixty. For the relatively 
young man a series of endowments of this sort are not 
too great a burden and they assure freedom and com- 
fort during declining years. 

An older man will find endowment policies of this 
type prohibitive in cost but the same end may often 
be gained through the purchase of annuities. In this 
instance a definite sum of money is paid over for a 
policy which guarantees a fixed income for life but 
pays nothing further at death. If the estate is fully 
protected or if a person is without dependents and has 
no special desire to leave property to any person or 
institution, the purchase of an annuity settles the prob- 
lem by assuring a definite income for life — and clos- 
ing the matter there. 


Protecting Human Assets In Business 


Your ability and earning power not only represents 
an asset of very real value to your family and others 
directly dependent upon you but it also constitutes a 
definite asset in your business. If you were suddenly 
removed, the business would suffer very real loss. It 
might be extremely difficult or entirely impossible to 
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find a man to take your place. Readjustment or re- 
organization will at best be expensive and may hurt 
your firm’s credit standing. Other key men in your 
business doubtless represent similar human assets ac- 
tually valued at much more than a capitalization of 
their present earning power. Business has begun to 
see that fire insurance and liability insurance are not 
sufficient protection. It is beginning to protect its 
human assets and to charge the cost of the protection 
as a legitimate expense. 

The advantages of business insurance are more evi- 
dent in the small business than in the large concern 
where the element of risk is spread over a greater num- 
ber of men and where the loss of a single individual 
would not prove such a staggering blow. Let us con- 
sider the partnership. 

If one of two partners dies, the other is faced with 
a serious problem. He must not only take over the 
work that two men have done and must run the busi- 
ness alone, but he must pay half the profits to the 
estate of his former partner. If he has money enough 
he may buy out the widow’s share but this may be 
either financially impossible or impractical from an 
operating standpoint. If no other provision has been 
made, he may be forced to liquidate and close the 
concern whether he wants to or not. If business in- 
surance has been carried, policies are in effect covering 
the value of each partner’s equity in favor of the 
other partner. In this case the sudden death of one 
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partner presents no serious financial problem because 
the policy provides the money with which the remain- 
ing partner or partners may buy the deceased’s share of 
the enterprise. His estate is paid promptly in cash 
and the business has a chance to readjust itself without 
an added financial burden. 

Business life insurance also represents a distinct 
financial asset. The fact that it is carried strengthens 
the financial stability of the enterprise and elevates its 
credit standing. A New York banker, for instance, 
says, ‘“ When a man comes to us to borrow money, we 
want to know how much life insurance he carries. 
Business life insurance is an evidence of financial 
morality, of willingness and desire on the part of a 
business man to adopt every known instrument which 
will protect his business and his creditors. The type of 
mind that induces a man to insure his own life is the 
type of mind which makes for success in business.” 

Some time ago, John Wanamaker said, “Twenty 
years ago, I had a capital of about a half million dol- 
lars. I then realized that a business man with a half 
million of capital and a million and a half of insurance 
on his life would have better credit than one with a 
half million of capital and no insurance. So I took the 
insurance. I now find that trading on the credit it 
created made more profit than if the money which went 
into insurance had gone directly into the business.” 
When Mr. Wanamaker died, his great business went 
on without a tremor, credit unimpaired. 
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Business insurance is rapidly being accepted as 
necessary protection for the all-important human 
values. Banks are weighing it heavily in deter- 
mining credit. Within a few years the business 
enterprise without insurance on its key men will be 
considered as archaic, and will be as seriously handi- 
capped financially as the business without adequate 
records. 

The net cost, over a twenty-year period, of $100,000 
business insurance, taken at age 35, is only $119.05 
per year; much less than the cost of an extra office boy. 


Who Will Manage Your Estate? 


The mere provision of a sum of money, however, is 
not sufficient protection for those dependent upon you. 
The money must be handled carefully and invested 
where it will produce the necessary income or it must 
be left in such form that the income will be automatic 
without attention from your heirs. 

The first necessity for sound management is a will 
which is legal and which outlines clearly your wishes 
in the matter. The will ordinarily appoints an execu- 
tor who is to carry out its provisions and settle the 
estate but it does not always provide for sane and 
continuous management. 

If you have ever tried to talk with your wife about 
these matters, you have probably come in contact with 
feminine psychology. In nine cases out of ten, she 
will say that the entire subject is depressing and that 
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she does not want to talk about it. In the tenth you 
will find that she hasn’t the slightest idea of how mat- 
ters should be handled for her own best interests. It 
has been estimated that the average inheritance left 
to the widow lasts less than five years; in several cases 
it has lasted less than one year. If the estate is not 
large enough to provide an investment income the prin- 
cipal is used for current expenses and it cannot last 
indefinitely. Often when the estate is sizable, foolish 
investments, loans to relatives, and appropriations for 
“special purposes ”’ soon dissipate it. Leaving a lump 
sum of money without providing skilled management 
is frequently no protection at all. 

This difficulty may be overcome in any of several 
ways: 

The life insurance may be arranged so that it will 
not be paid in a lump sum but will be paid in monthly 
installments as income. This relieves the family of 
the problem of properly investing a relatively large 
sum of money and removes the possibility of its being 
squandered within a year or two. 

A friend or business associate may be appointed as 
executor to handle your estate and make specified di- 
vision of income as it accrues, but this practice is no 
longer popular since it places an unfair burden upon 
an individual who may not be able after all to carry 
out your wishes in the matter. 

The modern national bank or trust company offers a 
variety of services to meet this emergency and has the 
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advantage of being perpetual in its operation and sub- 
ject to strict regulation as to its procedure. You can 
leave your estate in the hands of a bank or company 
to be administered in accordance with your wishes or 
you may create several individual and independent 
trusts to carry out specific plans. 

A living trust enables you to establish certain funds 
while you are living that will not be affected in the 
least by your death. 

The insurance funded trust makes it possible to ar- 
range your insurance so that it requires no further 
attention. Certain bonds or securities are deposited 
with the trust company together with your insurance 
policies. The income from the bonds is used to pay 
the premiums on the policies and the whole matter is 
handled by the trust company. 

The services and charges of trust companies are 
governed by law in most states. A talk with your trust 
officer will doubtless lead to an arrangement by which 
your estate will be managed skillfully and carefully, in 
accordance with your wishes, at a small cost. 


Estate and Inheritance Taxes 


“ Death and taxes ” according to the old adage were 
symbols of certainty. Lately, especially during the 
last nine years, the combination seems to have taken 
on new significance. “ Death and taxes” are not only 
unavoidable but they come together. Immediately fol- 
lowing your demise, your family and heirs are put to 
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several and sundry extraordinary expenses —a series 
of taxes and double taxes that may materially reduce 
the size of your estate. 

First comes the Federal Estate Tax which applies 
directly to all estates amounting to $50,000 or more at 
this writing. The rates range up to 40% of the total 
estate under the present law. This tax must be paid 
to the government before the property is turned over 
to the executor for distribution. It is a direct tax on 
the estate as a whole. 

Before the inheritances are turned over to the heirs 
the several states come forward with a bewildering 
array of inheritance taxes. Not only may the states in 
which the donor and the recipient reside come in for 
their taxes but several other states may also have a 
claim. If the inheritance includes a piece of real 
estate, the state in which it is located may levy a tax. 
If it includes bonds or stocks, the states in which the 
corporations are incorporated, the states in which they 
do business, the states in which the securities are de- 
posited at the time, the state in which the transfer 
office is located may all levy individual taxes on the 
same inheritance. As many as a dozen or sixteen states 
may tax the same bequest and it is possible under our 
present laws to tax a security to over 100% of its 
actual value by this multiplicity and duplication of 
taxes. 

The amazing confusion and chaotic condition exist- 
ing to-day because of this overlapping now characterize 
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“the twilight land of taxation” according to Ray- 
mond Edwards Huntington, tax expert, in a recent 
issue of the Atlantic Monthly. He quotes one case in 
which a bequest of $2,300,000 made to a university 
was subject to inheritance taxes by two states because 
it happened to consist of the securities of a corporation 
located in one of them. The tax threatened to amount 
to 42.4% of the entire gift. 

He also suggests that a 10% depletion in an estate 
of $10,000 may be a grave matter. 

Since each state has its own schedules applying to 
various classes of heirs, no general recommendations 
can be made except that you look up the laws in your 
own state and in the states in which you either own or 
expect to bequeath property to see what such taxes 
will amount to. It is possible that a rearrangement of 
your holdings or a change in the character of your be- 
quests will avoid the needless loss and unreasonable 
duplication of taxes. The bonds of one corporation 
may be taxed while those of another, representing an 
equal investment value, may be tax free. One state 
draws a fine line between the bonds of the same corpo- 
ration. In this state all coupon bonds are taxable while 
the registered bonds, not only of the same corporations 
but of the same issues, are not taxed. In one case it 
was found that a rearrangement of a will would save 
$30,500 in taxes on a bequest of $100,000. 

Almost all forms of bequests are taxable to a certain 
extent and it is only good business to examine your 
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estate carefully and estimate the tax burden which it 
will be called upon to sustain. 

Life insurance — except in five states which tax it 
under certain conditions —is exempt up to $40,000. 
Life insurance in excess of $50,000 is ordinarily sub- 
ject only to the Federal Estate Tax. 

In concluding his article, Mr. Huntington also refers 
to the only estate free from death taxes to any amount. 
If it happens that your wife has an independent in- 
come or means of her own, she may take out insurance 
on your life naming herself as beneficiary. In this 
case the courts hold that such insurance is tax free be- 
cause there is no transfer of property. She is simply 
receiving her own property back again so no death tax 
is possible. 

There is no immediate prospect of this tax tangle 
being straightened out. Under the circumstances, it 
will be well to find out just where you stand. If the 
burden of taxes promises to be heavy the problem can 
be settled by taking out another insurance policy for 
a sum sufficient to cover death taxes and expenses, thus 
leaving your estate whole and intact. 

It will also be well to check up on your insurance 
policies and see that they are not in your personal 
safety deposit box. They should either be on file with 
your trust company, your executor, or in a box under 
your wife’s name. If they are left in your box and 
are there at the time of your death, they will in all 
probability be sealed up with your other papers to 
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await the order of the probate court. Your insurance 
will be locked up when it is most needed. 

Every man can have an estate which will protect his 
family against need. If you have not already created 
it, life insurance will provide it quickly and inexpen- 
sively. Furthermore, you may assure income during 
later life either by an income from securities, a series 
of endowment policies, or an annuity. Arrange for the 
management of your estate so that it will serve the 
purpose you wish it to serve and protect it against the 
inroads of multiple taxation. 

When these things have been done — and only when 
they have been done—can you enjoy the peace of 
mind and security of true financial independence. 


PROTECT YOUR ESTATE 


If your wishes are to be carried out in the management 
of your estate, it is necessary that certain steps be taken. 

Your Will. If you have not already made a will speci- 
fying the disposition of your property, it is vital for the 
protection of those dependent upon you that you do so at 
once. Much possible legal difficulty and useless expense 
can be avoided by the execution of this simple document. 

Trust Funds. It will also pay you to protect your estate 
by having it studied carefully by an estate specialist that 
duplicate taxes and unnecessary expense may be avoided. 
You may find it advisable to create or arrange for trust 
funds to insure the carrying out of certain plans. The mat- 
ter is too important to be delayed. 

Insurance Policies. Your personal and business insur- 
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ance also should be recorded to show amount and terms of 
policies, dates on which deposits are due and a record of 
payments made. This may be handled as an individual rec- 
ord of each policy or they may all be grouped together and 
premiums may be arranged so that the deposits will become 
due at convenient intervals. 

If your present insurance has been accumulated on a 
“ hit-and-miss ” basis, ask your insurance man to study 
your present policies and make a combined report on your 
present insurance. It will show you exactly where you 
stand. 
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